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Foreword 


Retail bankingin Asiais on thecusp ofa newera—an era of amazinggrowth 
and opportunities but also an era that will see downward pressure on returns. 
Asia will reach over USD 900 billion in retail bankingrevenue by 2020, 
growingat about 14 percent per year from 2010. Itis expected to bethe second 
largest wealth management region globally after the United States, with more 
personal financial assets residingherein Asiathan Europe by 2015. This 

is also a market where we are seeingand will continueto see rapid shifts in 
three consumer behaviours—heightening demands on frontline services, fast 
adoption ofnewmobile platforms, andincreasing need forcredit and alarger 
variety of products alongside growth of the middle class and urbanization, 
amongst others. 


But these opportunities are not easy to capture.. Rapidly shiftingconsumer 
behaviour calls fora potential complete revamp of the traditional operating 
models—roles of the branches may change, new channels will need to be 
introduced, and newcapabilities will need to be built. Non-traditional 
competition will enterthe market, vying with banks for the same revenue 
pools. Newregulatory requirements as well as growingrisks with new 
segments will continue to add to the cost of retail banking. 


Inthe followingarticles, we hopeto offerinsights that will be actionablein 
this newera. They are the work of practitioners from McKinsey’s Asia Retail 
Banking Practice and are based on our proprietary data and experience from 
working with clients across Asia. 


We hopethat they will help stimulatenewthinking that will be useful for retail 
banking executives interested in this market. 


d? "y 


Kenny Lam, Partner Joydeep Sengupta, Partner 
March 2013 
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Chapter 1 
Innovation in Asian retail banking 
business models 


Kenny Lam, Joydeep Sengupta, and Renny Thomas 


Key highlights: 

= Despite high revenue growth driven by emerging Asian economies, Asian 
retail banks are experiencing downward pressures on returns. 

= New regulatory requirements, higher risk due to a slowing global 
economy, and increasing customer sophistication mean that banks must 
innovate to grow. 

= Asian banks of the future will be universal and multitalented, growing 
through an innovative multichannel infrastructure, next-generation risk 
skills, and privileged customer insights. 

= On customer insights, it is not just about the power of analytics and the 
wealth of data but also turning a bank’s analytics into something tangible, 
actionable, and “bite-size” for the frontline to execute. 


Asian retail- banking revenue continues to climb as global growth 
shifts eastward. In thepresent decade, 2010 to 2020, Asian banking- 
revenue pools are expected to rise to $932 billion, morethan 
doubling in sizeand growing at an overall annual rate of 9 percent. 
Furthermore, emerging Asian countries areaccounting for most 
ofthe high growth, and will soon haveattracted morerevenuein 
absoluteterms than developed Asia. 


Despite the high revenue growth, however, Asian retail bankingis also 
experiencing downward pressure on returns. Whiletypical retail banking 
ROE can be 14 to 18 percent, these rates are being driven down by the 
regulatory impact of Basel III, theimpact of higher risk levels because of 
slowing growth, and rising customer sophistication, which is resultingin lower 
loyalty and higher attrition (Exhibit 1). 


Exhibit 1 


Despite high revenue growth driven by emerging Asia, there are downward 
pressures on returns. 
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To deliver continued growth and create furthervalue, Asian universal banks 


will need to bemultitalented innovators in one or more ofthree dimensions of 


retail banking: 


Distribution. An innovative distribution infrastructure will address 
newchallenges. While access to a physical network continues to drive 
share of primary bankingrelationships, banks need to prepare fora 
more multichannel environment to respond to customers and manage 
economics. 


Credit-risk management. Next-generation risk skills will profitably 
target underserved segments such as SMEs and mass market. Banks will 
need to build underwriting models that fully leverage qualitative and 
quantitative information and the available collateral in these segments. 


Customer insights. Banks can create privileged customer insights 
from existing data. A more granular approach to growth can betaken 
by developing deeper insights alongmultiple dimensions, including 
geography (for example, micromarkets) and customer behavior (such as 
digital usage). 


Inplanningtheirinnovation strategies, banks will need to assess theirown 
position and capabilities and the competitive terrains on which they operate. For 
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someretail banks, the need forinnovation may exceed thelimitsofwhatthey 
consider practical, butthosecapabilities will haveto be acquired forthebank 

to continueto competeand grow. In which ofthese dimensionsisinnovation 
practical forthe bank? What forms ofinnovation will bringthe bank advantages? 
Wherein liethe greatest threats from potential attackers, and howsignificant 
could the damage be? What aretheimplications ofinnovation for organization 
structures and talent in theretail-bankingcontext? These and related questions 
can help orient retail banks forthe innovation journey that lies beforethem. 
Exhibit 2 presents asketch ofthenewuniversal bank, with fully developed 
innovative capabilities, lyingat theintersection ofthethree dimensions of 
innovation: distribution infrastructure, customerinsights, andnewrisk models. 


Exhibit 2 
The 3 dimensions for potential innovation to beat the downward pressure on returns. 


New universal banks 


Underserved segment 
Risk capabilities required specialists (Consumer, SME 
= Models indexed on collection finance companies) 

ability (collateral- and O Wealth management 
community- driven) specialists 


Qualitative models (QCA, 
psychometric testing) 


Risk-driven 
= Quantitative data (transaction N 
history, credit bureaus) Customer- 


insight-driven 


x 


Customer insight 


Ñ 
\ 
Infrastructure- N O E 
driven 1 Next generation capabilities required 
1 (Social media = Mi pee 
platform, telcos) SES 
level insights on 
customer behavior 
= Cutting-edge 
analytics 


Specialist attackers C) 
(Alternative payment platforms) 


aes F Traditional large 
Infrastructure capabilities required er ADAKE With 


= Multichannel ecosystem capturing access to float 
online-offline synergies 


= Innovative partnership models 


An innovative distribution infrastructure 


Over 80 percent of banking consumersin Asia arealready usingmultiple 
channels, with an average of six touch points per customerin play. The 
proliferation of distribution channels has, however, entailed greater complexity 
and alack of coordination that have often led to poor customer experience. It 
isnot surprising, therefore, that McKinsey analysis has revealed that around 

60 percent of Asian banking consumers believe that “shoppingaround” for 
financial productsis worth theeffort. 


Infrastructureinnovation can beexpensive. Forretail banks in emerging Asia, 
distribution architecture, includingbranches, automatic-tellermachines, 
call centers, and IT, can account for 50 to 70 percent of non- people costs. 
Theseinvestments, furthermore, have alonger breakeven timelinein new 
markets. Nevertheless, when successfully executed, amultichannel approach 
brings significant benefits. Conversion ratesimprovein all steps of the funnel 
as banks present a much more hospitable and fluidly interactive suite of 
consumer-facingtouch points. Since frontline and back-office collaboration 
isenabled across channels and value-chain steps, targeted cross-sellingand 
follow-up processes are systematically embedded into the bank's customer- 
portfolio management. 


One obvious aspect of the successful multichannel approach is atightly linked 
online-offlineinterface. While most consumers are slowto purchase financial 
products online, McKinsey research performed in collaboration with Google 
has demonstrated dramatically that consumer purchasing decision journeys 
are highly influenced by online research. In retail banking, asin otherretail 
sectors, “research online, buy offline” is the watchword that characterizes 
moreand more consumer behavior. 


In addressing the innovation demands of their environments, retail banks 
arerethinkingtheir approach to infrastructure. New avenues that have been 
opened include work- site banking, retail-store tie-ins, and mobile payments 
and credit. Exhibit 3 explores the possibilities in rethinking another avenue: 
multichannel direct. Herethe consumer conversation is integrated across 
touch points, from lead generation to closure. The integrated CRM approach 
unites and aligns all consumer-facinginfrastructure: call- center agents, 
direct- sales agents, personal bankers, and all electronic channels. 
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Exhibit 3 
Rethinking “infrastructure” - multichannel direct. 
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Next-generation risk skills 


In retail banks with superiorrisk and capital management, underwritingand 
collections models are key drivers of value. Innovation in underwritingcan 
bepursued through distinctive qualitative models, built on objectivity and the 
methodical collection of qualitative information. Additionally, quantitative 
data can be deployed with greater distinctiveness, includinginternal data (such 
as past history and transaction data) and external data (including credit bureau, 
social, and retail data). 


Qualitative credit underwriting 


Inthe qualitative approach (called qualitative credit assessment, or QCA), 
qualitative factors, which arenormally considered judgment calls, are 
assessed in a highly objective and consistent way. For the predictive model, 
the ingoing qualitative information is gathered and applied in a statistical 
approach. Redundancy is deliberately introduced into the model to add 
robustness to judgment, and business considerations are afforded a heavy 
weight. QCA is well suited to harness human expertise in model development; 
it captures hindsight with back-testing and promotes the exercise of informed 
judgment in underwriting. The QCA model-building process yields auser- 
friendly assessment tool, with 20 or 25 questions that can be completed in less 
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than one hour. Fewerthan 10 percent of applicants require further analysis, 
with specificissues treated in a separate form. 


Unconventional insights from unconventional data 


In credit-risk assessments, several sources can be mined for unconventional 
insights. Retail banks usually have an effective credit-riskmodel for evaluating 
applicantswho havea credit history. Forthese potential customers, traditional 
underwritingdata, such as demographics, may notbesufficient for assessing 
risk, However, when those data are augmented by data from anontraditional 
source, suchas retail purchasingdata—includinglocation of purchases and 
consistency of shopping pattern—the predictive power of the credit-risk 
assessments is enhanced, sometimes considerably. 


Privileged customer insights 


The large data pools to which banks have access, includingthe enormous 
data sets on their own customer base, provide the foundation for the third 
dimension of innovation. 


Better management of existing customer relationships 


Toidentify and intensify relationships with their own high-value customers, 
banks have the data they need at their fingertips. Pertinent customer data 
sets can enablea deeperand more granular analysis of the customer base, 
establishing customers’ value to the bank by customer type and segment. 
Banks can then accordingly design and align channels and tailorand price 
services and products to foster more profound relationships with high- 
potential customers, while better managing costs in lower-value segments.! 


Future growth in targeted segments and micromarkets 


Banks can create privileged consumer insights about targeted segments 

and geographies from generally availabledemographics and other data. 
McKinsey Digital Consumer Research, forexample, hasidentified a segment 

of “digital high value” consumers in Indiathatis already 27 million strongand 

is expected to growto 70 million by 2015. Theseconsumers hold 31 percent 

of household savings, amounting to $45 billion today and estimated to reach 
almost $150 billion by 2015. To address these Internet- usingprofessionals 
going forward, retail banks will need ahighly interactive online channel, closely 
integrated across the distribution infrastructure. 


1 Foracloserlookat howretail banks can leverage customer data, see Chapter 6, “Fourinnovative 
ways to create actionableinsights from customer data.” 
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In onesensetheterm “micromarket” isamisnomerin Asia, since granular 
growth opportunities in particular geographies can each involve millions or 
tens of millions of consumers. Data can allow banks to analyze the consumer 
and competitor landscapes down to a city viewor even a neighborhood view. 
Theobjectistoidentifytheareas in which the bank's highest-potential 
targeted segments are concentrated, so that they may be addressed with 

the appropriate resources. Of particular importance for retail bankingin 
emerging Asia are scores of attractive “middleweight” cities, where mass- 
affluent and affluent consumer segments are growing fast. Each of these cities 
can have millions of consumers in these high-value segments and yet they may 
beunderserved. 


The dynamic by which retail banksin Asia aresimultaneously experiencing 
high revenue growth and adownward pressure on returns is very real and 
promises to continue forthe foreseeable future. Opportunities for growth, 

both intensive (within the customer base) and extensive (outside the base) are 
present and even proliferatingacross Asia and especially emerging Asia. In these 
opportunities lies theanswerto the problem of diminishingreturns; however, 

all opportunities arenot created equal forall banks. Resources are limited and 
existing capabilities and the competitive landscape must be carefully evaluated 
before any opportunity can be profitably pursued. 


Yet the limitations present for any oneretail bank do not exempt that bank 
from the innovations that will characterize the universal bank of the coming 
decade. These innovations are already emergingin thethree dimensions 

we have been discussing: asmart, multiple- channel integrated distribution 
infrastructure; newand unconventional approachesto assessingriskin 
underserved segments; and the deployment of customer and demographic 
datato achieve granular profiles of promisingnewsegments and geographies 
as well as the existing customer base. 


Kenny Lamisa partner in McKinsey’ Hong Kong office; Joy deep 
Sengupta isa partner in the Singapore office, Renny Thomas isa partner 
in the Mumbai office. 
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Chapter 2 
Digital banking in Asia 


Joe Chen 


Key highlights of this article: 


= Rapid technological development and new digital consumer behaviors 
are combining into a storm that is sweeping retail banking across Asia 

= Even in developing Asian markets, new digital consumers value 
experience, convenience, control, and value-added services more 
than low pricing 

= Potential bank strategies range from “multichannel integrators” 
supplementing branches to “digital leaders” targeting savvy 
consumers to “market shapers” expanding beyond financial services 

= Asin start-ups, successful implementation will depend on a fast test- 
and-learn approach that challenges traditional retail banks’ talent 
models and organizational cultures 


Banks in Asia havea unique chance to build on digital innovation and 
transform what a bankis. But they must move quickly to capitalize on 
the enormous potential bottom-lineimpact. 


Around the world, conditions for banking's “digitalization” are now optimal. 
Faster, easier connectivity and powerful, user-friendly smart devices are 
reinforcing profound behavioral changes among consumers, who nowreassess 
and remake their choices almost continuously. Atthesametime, cloud 
computing, mobility, big data, and related enterprise-technologyinnovations 
are generating unprecedented revenue and cost reduction opportunities. 
Theresult is a once-in-a- generation chance to create anew customer-centric, 
digital business model for banking. 


Gettingit right will be essential for banks to survivea battlethatis already 
under way. Attackers rangingfrom start-ups like Squareto longtime giants 
Googleand PayPal have encroached on traditional bankingterritory, with 
digital payment as the main point of entry. An analysis of the potential impact 
of digital on several retail banks showed that almost half of profits are at 
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stake (Exhibit 1). To date, several of the fastest movers have been in developed 
markets, wherenewregulatory constraints, higher risk capital needs, and 
historically lowinterest rates have compressed banks’ margins. But even Asian 
banks that have been insulated from some of these pressures are seeing their 
own form of digital upheaval, reflectingthe sheer scale of technology change 
onthe world’s most populous continent—where tens of millions of young, 
middle-class and affluent consumers are becoming digital- centric. 


Exhibit 1 
About 45 percent of net profit is at stake. 


Impact from digital, % of net profit 


Competitors and | Digitalization ! Margin | Digitalization | Total 
new entrants | introduces new | erosion | reduces costs but | impact 
steal share using | products i continues ' involves i 
digital ' i across : operational risk | 


enhancements | i products 


30-31% 43-48% 


9-10% 
4-7% 


Cost-structure opportunity 
is substantial 


Note: analysis based on averages observed in modelling impact for multiple retail banking clients 


Indeed, despite the very different contexts, customer expectations in Asian and 
Western markets are converging on many important points. This is especially 
visible among the technology-savvy, self-directed customers that are the 
earliest adopters—and that account for much of both the affluent category and 
Generation Y. These consumers want not just 24-hour access but the ability to 
use and manage their money by whatever channel they want, wherever they 
happen to be. They want greater control over about their financial services, with 
asingle, consistent, and engaging experience from the branch to their mobile 
devices. And they want fair, transparent pricing—not necessarily the cheapest. 


Thisis afar more complex set of needs than in the days when digital was 
primarily a price- driven, direct-bank proposition, with stripped-down 
products and services in exchange for higher deposit rates or cheaper loans. 
Now, digital must beintegral toanewtypeofbanking. 


Just hownew (and how digital) isa matter of strategic choice. A bankcan bea 
“multichannel integrator” that incorporates digital offerings into a branch- 
based foundation, a “digital leader” that opts for a truly digital- centric model, 
ora “shaper” that builds a disruptive “Bank 2.0” from the ground up. A few 
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sophisticated banks are pursuing multiple strategies concurrently, targeting 
different digital consumer segments. 


In fact, the three major paths involvethesame fundamental changes, differing 
mainly in degree. All banks will need to think beyond just pricingand the 
Internet, offering consumers compellingvalue- added services, superior 
multichannel experience (across online, mobile, and offline), and compelling 
value-added services, all whilerevampingtheir processes and buildingnew 
capabilities. And they will haveto move fast, followinga newtest-and-learn 
approach that encouragesinnovation, adapts quickly, and keeps tryingnewideas. 


Meet your new digital customer 


Oneofthesurprises confrontingbanks in Asiais how quickly local consumers 
have adopted digital technologies. By the end of 2011, China and India already 
ranked first and third in the global league table for number of Internet users. 
Mobile platforms have been critical: in China, 65 percent of mobile- phone 
users regularly access the Internet via their phones, whilein India, mobile- 
only Web browsers are expected to comprise 55 percent of the total Internet 
user base by 2015. 


Surfing the Web...and mobile 


With therise of mobile comes the rise of mobile banking. In 2011, forthe 

first timein its 13-year history, the McKinsey Personal Financial Services 
survey’ found that Asian consumers were visiting branches less often 

than in earlieryears. And the percentage drop recorded in Asia's emerging 
markets—26 points—was almost the sameas the 29-point fall seen in the 
region's developed markets. In mirrorimage, digital- channel usage increased 
by 36 percent in developed markets (where people nowuse digital channels 
morethan branch and telephone banking put together), and 39 percent in 
emerging Asia, although on a much smaller base (Exhibit 2). 


Even in markets where financial-services consumers are still purchasing most 
products in person, the Internet is playingan increasingly crucial rolein the 
decision-making process. A 2012 McKinsey survey of Indian Internet users 
found that, for example, about 70 percent of users who had acquired credit cards 
intheprecedingyear used the Internet for product research, as did 66 percent of 
users who bought health insurance and 53 percent who took out personal loans. 


2 “Customer first: New expectations for Asia’s retail banks,” Tracy Cowap, Kenny Lam, and] atin 
Pant, February 2012 (mckinsey.com). 


Exhibit 2 
Customers are leaving branches for Internet and mobile banking. 
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Multichannel hoppers 


When buyingfinancial- services products, consumers across Asia are following 
much more complex routes (Exhibit 3) than the old “purchasingfunnel” would 
imply. Between the “awareness” and “maintenance” stages, 83 percent of buyers 
moveacross multiple channels—usingas many as 5 channels forresearching 
newproducts, and about 1.8 channels forservicingtheir existing products. 

With so many pathways available, ensuringthat consumers reach the hoped-for 
destination—a purchased product orservice—requires more attention and effort. 


Exhibit 3 
Today’s consumers are multi-channel hoppers. (SORES 
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SOURCE: 2007 and 2011 McKinsey Personal Financial Services surveys; McKinsey analysis 
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Beyond pricing 

Asian digital consumers'eagernessto moveacross channels pointsto adeeper 
finding: when it comes to digital banking, consumerneeds in Asia areincreasingly 
similar. Two very different markets, HongKongand India, illustrateaconvergence 
in which convenienceand control matter farmorethan pricing. 


When asked about what they like about using their mobile devices, HongKong 
respondents to the 2012 McKinsey mobile- payments survey cited familiar 
factors such as speed and convenience—being able to use multiple payment 
sources with one device, forinstance, ornot havingto carry credit cards. In 
addition, over 40 percent liked the access to deals that mobile devices gave 
them, and the greater control they could exercise over their finances. 


India’s digital- banking customers showed similar preferences, citing good 
customer experience, flexibility, and customization as the main features they 
wanted from digital banking. Pricingcame in a distant fourth place, even 
amonglower-incomeconsumers. For wealthier, more urban “digital high 
value” customers, pricing barely even registered as aconcern (Exhibit 4). 


Exhibit 4 


‘Digital high value’ consumers value experience, flexibility 
and customization over pricing. 


Consumer preferences E overall 
Score on a scale of 10 Se KM Digital high value! 


6.7 6.6 


5.6 


Experience Flexibility Customization Pricing 


1 Customers in 20-45 age group; Market Research Society of India socioeconomic classification categories A & B, Tier 1 and Tier 2, household income 
of INR 600,000 (-$11,000) and above, heavy users of Internet. 


SOURCE: 2011 McKinsey Personal Financial Services surveys; McKinsey analysis 


Three options for the future 


Meeting these new customer expectations will not be easy formost Asian 
banks, whose operations and service models havelong depended even more 
heavily on sprawlingin-person branch networks than their peers in other 
regions. (For more detail on the evolution of the branch, see Chapter 3, “Isthe 
branch obsolete in a multichannel world?”) Yet examples from Europe and 
North America nevertheless point to three broad options that together forma 
spectrum of strategic ambition. 
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Multichannel integrator: Optimize for profitability 


Themostattainableofthethreestrategies, especially forbranch-heavy 
incumbents, weds asophisticated, client- centric digital model to an existing 
branch-based offering. Branches would remain an important channel forsales of 
complex products, while direct channels would becomethe primary medium for 
fulfillment, serviceinquiries, and sales of simple products. Thetransition would 
allowthebankto gradually optimizeits high-street real- estate footprint, even asit 
increases penetration and cross- sales amongtech- oriented consumer segments. 


Several leading European and North American institutions arealready 
implementingthis model successfully. One of thelargest European banksis 
completely revampingits sales process to facilitate online applications, with 
branches servingin a supplemental rolewhen express electronic fulfillmentisnot 
possible. A North American bank hasapplied the same idea with a specialty focus, 
usingabranch-plus- digital format to offerintegrated personal and business cash- 
management and investment services to the time-constrained (and expensive-to- 
serve) small-business owners who traditionally rely heavily on branch services. 


Digital leader: Service for the digital consumer 


The middlerange of the spectrum pushes the logic further by facilitating 
adigital- centric banking concept, and therefore relies even more heavily 

on direct channels forsales of all types of products and services. The target 
customers are typically younger and moretech aware, but the operating model 
isultra-lean, especially when it comes to branches. Only afewthoughtfully 
designed, high-visibility “showcase” locations remain, more for new- customer 
acquisition, brand reinforcement, and solving customer problems than for 
day-to-day sales and transactions. 


Incumbentinstitutions that haveadopted this strategy typically create separate 

brands, with Portugal's ActivoBank owned by Millennium and Italy's CheBanca! 
by Mediobanca. CheBanca!, launched in 2008, has anetwork of just 44 branches, 
butas of mid-2012 it was managing halfa million customers with € 11.6 billion in 
deposits—for an average of morethan € 20,000 per customer. 


Market shaper: Building ‘bank 2.0’ 


The final, most challenging, and most potentially disruptive strategy is to build a 
pioneeringmulticategory value proposition, with financial services asjust one of 
many components. Although more typically the offering ofnonfinancial attackers, 
such as Asian e- commercegiants Rakuten of J apan and Alibaba of China, afew 
new platforms have been launched by institutions willingto completely reassess 
not only howthey servetheir customers but also what services they provide. 
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Spain’s La Caixa provides an examplethroughits market-leadingmobileplatform, 
CaixaMóvil. Ratherthan offerjust the typical mobile-bankingapp, CaixaMóvil 
ismorelike an app store, with agrowingsuite of morethan 50 financial and 
nonfinancial applications covering everything from payments and financial 
management to shoppingand entertainment. A fewseem designed just to make 
customers happy, suchas the “Stock Music” app, which indicates howstocks are 
performingbyvaryingthe volume of the user's music—obviatingthe need to watch 
ascreen. And by housingtheapps separately, La Caixa puts its customersin control 
over whether—and to what degree—they interact with nonfinancial services. 


So far the mobile platform has attracted over 2.6 million users, with growth 
of at least 13 percent annually and, as of February 2012, amarket-leading 
30 percent share of the highly competitive Spanish online bankingbusiness. 


Getting the digital bank right 


The emergence of digital bankingtherefore offers banks much more than just 
productivity gains in core banking processes. Instead, the disruption of existing 
business modelsisleadingto a much broader transformation in howbanks 
acquire, develop, and retain customers (see Chapter 3, “Is the branch obsolete 
inamultichannel world?”) Transforminginto asuccessful digital bank will 

thus require four broad types of changes: in offerings, channels, processes, 

and capabilities (in areas such asIT and marketing). The level of change will 
naturally vary depending on thebank’s startingpoint and ambition, but most 
will need to reexamineall fourto at least some degree (Exhibit 5). 


Exhibit 5 
Transition on each level is profound. 


Element From... + TO 
= No. of products (e.g., savings) 45 4 
Offering = Revenues from digital-only 0% 5-10% 
products 
= % remote advice 0% 50% 
Channel = Avg. distance to branch 5 min 15 min 
"= FTEYbranch 6-8 FTEs 2-4 FTEs 
= Transactions/services 75% 100% 
= Sales 10-20% 100% 
= Advice 10% 100% 
= IT Transactions, risk Straight-through processing; 
management customization 
Capabilities = Data processing Retrospective Real-time 
= Marketing Traditional Digital/social 
= Partnerships Few Many 


1 Full-time equivalent. 
2% digitalized. 
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From low prices to high style 


Forinitial traction in competitive markets, most digital offerings nowinclude 
one ortwo low-price “hook” products. Yet that concession to price competition 
should not obscurethe larger reality: today’s digital customers focus less on 
pricingand more on the total customer experience. That is good news formany 
institutions, both for customer acquisition and retention. 


But the factors that mattermoreare, ifanything, an even biggerstretch 

for thetraditional banking business model and culture. Probably the most 
profound and far-reachingis consumers’ oft- stated desire for simplification, 
customization, control, and enjoyment—which will affect everythingfrom 
what the bank offers to howit operates. 


Better customer experience must begin with the bank's products and services. 
Too often, today’s bank customers face dozens of choices, often involving 
minor distinctions whose only real effect is to waste the customer's time. And 
in some markets, complex products led to accusations of “hidden” fees that 
could catch customers by surprise—leadingsome (even amongthe affluent) to 
abandon bank accounts for alternatives such as prepaid cards. 


Yet customers still want to make sure that products really do fit theirneeds; 
more generally, they want room to customize the banking experience. Several 
digital-leader banks have responded by introducing online platforms that 

let consumers customize a few basic product features. For credit cards, 
consumers can choose different designs and payment terms: for mortgages, 
they can designate a “payment holiday month.” 


Increasingly, banks are turningto leadingcompanies in other consumer 
industries for ideas to improve customer experience. Echoing online retailers, 
Bankinterintroduced its “Comparator” price- comparison engine for financial- 
services products. The bank tooka calculated risk that the benefit of meeting 
customers’ needs for objective, transparent information would outweigh any 
lost sales to competitors. 


Takinga page from the consumer- electronics industry, BBVA engaged 

leading design firm IDEO to “humanize” and “Apple-ize” the ATM in ways 

both small (making surethe bill denominations shown on the screen match 

the actual cash dispensed) and large (incorporating software that rearranges 
the welcome screen to highlight the user’s most common transactions). After 
winning the 2011silver award from one of the world’s leading international 
design competitions, the “ABIL ATM” is nowin production and beingrolled out 
across BBVA’s network. 
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Crossing the channel 


Asmobile, cloud- based, and smart device technologies mature, channels 
that were once separate are now blending together. Newbranch concepts, 
such as Citibank’s new “smart banking” location in central Tokyo, are 
supported by advanced interactive and user-friendly remote- access 
technologies. As aresult, branches can become less transactional and more 
service oriented. 


Conversely, remote- channel designs must become simpler so that customers 
can handle both the basic transactions that no longer requirea branch visit 
and the additional technology-based services that offer more value. Some 
institutions are starting almost from scratch, ridding their Web sites of opaque 
bankingjargon in favor of intuitive phrases such as “my bills,” “savingformy 
trip,” or “my house fund.” That gives customers the control over theirfinances 
that so many are asking for. 


As consumers take advantage of these multichannel opportunities, they 
placean even higher premium on consistency. Institutions must therefore 
ensurethat regardless of whether the customer is usinga branch, a Website, 
oramobile application, thecore content and presentation should beas close 
to seamless as possible. (See the section “Reaching the ideal: The seamless 
customer experience,” in Chapter 3, “Isthe branch obsolete in amultichannel 
world?”) 


Tight integration is important not only for customer convenience but to aidin 
themoreurgent goal ofincreasingcross sales. Consider the customer who starts 
amortgage application online but stops partway through. Atsome banks, ifthe 
customer later tries to complete the process while visiting a branch, shemay 
discover that thein-person application isvery different from the oneshe started 
on hercomputer. That experience alone could easily alienate her permanently. 
Bycontrast, leadingbanksinstall systems that can detect when aconsumer 

has abandoned an application, saveit automatically, and send amessage to the 
call center to followup with an offer of assistance. Again, the medium should be 
platform agnostic: the customer may want to speak in person, viae-mail, orjust 
ask to be directed to the right mobile or Web sign-up page. 


Better promises vialean processes 


That sort of seamless transfer reflects the way consumers increasingly behave: 
as if there are no boundaries between once- distinct concepts such as call 
centers, online banking, ATMs, orin-person locations. But erasing these long- 
standing distinctions puts aserious strain on process design. 
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Greater automation, particularlyintandem with alarger “lean” redesign, 
enablesthetype of straight-through processingthat has thelargestimpact, 
but itwillofcourserequireitsown investment. Thereward, however, can be 
substantial: institutions that havemade these commitments have been able 
to make entirely newcompetitive promises to theircustomers. For example, 
ActivoBank introduced a “20 minute rule”: from themoment the customer 
decides to open an account, the entire opening process can take no more 
than 20 minutes of the customer's time. That 20-minute period is enough for 
scanningID and compliance documents, runningcredit scores, producing 
fully activated debit and credit cards, and usingthe ATM to print checkbooks 
and set up all logins and passwords. 


Creating capabilities 
The above examples highlight several areas where banks will need to 
strengthen existinginfrastructure, or even develop entirely newskills. 


Investingin IT. Although banks have longbeen among the most voracious 
consumers of technology, launchinga multichannel, digital- centric platform 
will necessitate whole additional classes of IT investment. Robust core 
bankingsystems must move beyond basic transactional and risk-management 
functions to accommodate advanced customization and straight-through 
processing. And they must support the big data and analytics needed in order 
for cross- selling offers to be relevant and timely. 


Buildingon “bigdata.” Yet the sheer quantity of data that banks will beable 
to seeand integrate could allowthem to leapfrog leadingretailers. The big 
data capabilities that aleading European bank recently implemented allowit 
to trackits credit-card customers’ real-time purchasing behaviors, covering 
the categories purchased and their sequence down to the customer and street 
level. Credit- card customers who opt in for location-based services can receive 
targeted coupons based on howthey last used their cards: a customer buying 
women’s shoes might get a discount from a nearby dress shop. 


Embracingnew marketing frontiers. Digital-marketing and social- 
network capabilities thus represent anew frontier for an industry that has 
traditionally lagged behind other consumer- oriented sectors. Some cutting- 
edge banks are movingeven further, integrating banking capabilities directly 
into the social networks themselves. Alior Bank, Poland’s first digital- centric 
bank, has developed a Facebook application that ties into the bank’s most 
popular Web site. Clients can directly transfer money to a profile on Facebook 
with the help ofthe “Alior Payment” app, which includes a special bank account 
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accessible for Facebook transfers. Users can completethese transfers without 
leaving the Facebook page or loggingin to the bank's Internet channel; for 
security, the app provides both a captcha box and a one-time transaction- 
specific SMS password. The only additional requirementis that the recipient 
must also usethe same Facebook application, which involves simply filling 

in ashort registration form. Thereafter, users can transfer the money to any 
domestic bank account. 


Partnering beyond banking. And that highlights the last piece of the 
puzzle: managingpartnerships. Banks operatingin the digital world will need 
to cooperate with a far greater range of stakeholders than they did in the past, 
rangingfrom IT providers to mobile companies to local retailers. ActivoBank 
recently teamed up with Vodafone to offer attractively priced iPads and 
iPhones as the welcoming offer. A large Chinese bank is working with leading 
online-gaming companies to offer free games in a mobile- app store to 
customers who maintain multiple product relationships. 


Prudent experimentation 


Makingjust one of these changes is difficult. But banks that decide to 
address all fourmust also address a deeper, cultural barrier: perfectionism 
and intolerance for failure. In the wake of the global economic crisis, it's 
understandable that even institutions that avoided the worst dangers would 
nowemphasize the tried-and-true, refining and re-refiningevery newidea 
beforereleasingit to the market. 


But technological forces alone suggest that this conservatism could quickly 
become downright risky, asit leaves an institution exposed to innovative 
attacks from unseen quarters. Instead, banks must allow for prudent 
experimentation, testingideas in small-scale pilots that provide ample room 
foradjustment. That may mean changingincentives, organization structures, 
and management targets so people feel freer to collaborate and try newideas, 
even when they do not work the first time. And senior management must 
reinforce the message that an industry in flux will need innovation to survive. 
To support this change, industry leaders such as BBVA, La Caixa, and Citibank 
have created independent innovation centers and even corporate venture 
funds to incubate emergingideas and business models. 
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Forbanks in Asia, digital innovation provides an avenue for harnessingsome 
of the world's fastest growth, in the world’s largest markets, with the world's 
most advanced technologies. Gettingthere will not be easy. But leaders 
should considerthis question: if compelling digital platforms helped banks 

in developed countries increase new digital- centric customer acquisition and 
wallet share by an order of magnitude, what could they do in a market where 
the Y- generation and new middle classes are expanding and GDP is growing at 
5, 8, or 12 percent per year? 


Joe Chenisa partner in McKinsey’s Taipei office. 
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Chapter 3 
ls the branch obsolete in a 
multichannel world? 


Jiab Chusacultanachai and Kiyoshi Miura 


Key highlights of this article: 


= Multichannel banking is coming of age; banks are at last starting to 
see earnings from all the new channels they have created. 

= |n many parts of Asia the branch will continue to play a vital role for 
some key customer segments, especially in sales and as atouch point 
for information. 

= New formats are essential for the branch to fulfill its new role. 

= Afteracareful assessment, the network can usually be trimmed; 
some branches can go, and staffing can be reallocated to provide 
greater expertise to customers. 

= Forthe branch to continue to be relevant, the bank must provide 
customers with an utterly seamless experience, in which information, 
transaction quality, and communications are identical in every channel. 


Thebranch is not going away, but it will never bethe same. Here's how 
Asia’s banks can get in step with multichannel banking—and get the 
most out of their still-valuable branch network. 


Multichannel bankingis not new, but makingprofits from multichannel is 
very newindeed. The past 15 years have seen several new channels emerge— 
the Web, the smartphone app, the call center. Each of these has added 
considerably to customers’ convenience, but for banks, each channel has 
presented problems and added costs, without much compensation in the form 
of additional revenues or profits. 


Today, multichannel ismovinginto anewphase, in which customers reap even 
greater benefits, and banks earn additional profits. In McKinsey’s 2011 survey of 
multichannel behaviorin the Netherlands, wefound that on averagemultichannel 
customers take more products than others—nine, as opposed to six for customers 
that usetwo channels, and fivefor customers that usea single channel. 
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Accordingly, therevenuethey generate forthe bankis substantially higher; 
multichannel users produce 110 percentmorethan single-channel customers. 
And multichannel users, with theirreverence for browser- and app-based 
banking, aremuch more loyal than branch- only users; thetimeinvested by the 
customerto customizehis online experience makes therelationship very “sticky.” 


Additional revenues are a bigpart of thenew profits from multichannel; but 
so too are steps to lower costs in thoughtful ways. In this article we explore 
the changes that multichannel has brought to banking, and in particular the 
effects on the branch and its role, as well as the steps that banks can taketo 
prepare the branch network for multichannel. 


Why multichannel? Why now? 


Everyone is well awarethat the Internet is reshapingretail banking. Butnot 
everyone knows just how far some markets have come, and how far others have 
to go. McKinsey research finds that Internet bankingusagein some marketsin 
Scandinaviais almost universal, while other emergingmarkets arejust getting 
started (Exhibit 1). In fact, weseethe world’s bankingmarkets settlinginto four 
clusters: thosesuch as Norway and Sweden, in which customers essentially 
serve themselves through online channels; thosein which customers use many 
channels to bank, such as the United States and the United Kingdom; thosein 
which online usageis on the steep part of therisingcurve, such as Spain and 
Poland; and thosethat are still almost entirely focused on traditional branches. 


Exhibit 1 
Internet usage and online-banking penetration go hand in hand. 
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1% of surveyed individuals that used the Internet, online-banking services in the past 3 months. 
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In many of these countries, especially thosein the second and third group, 
thepaceof changeis sharply accelerating, driven by the spread of computers, 
broadband connections, and smartphones. The shift onlinecan also beseen 
quitevividly in the rapid declinein thenumber of branches. In the Netherlands, 
for example, we studied four bigbanks with a total of 5,054 branches in 2000; by 
June2011, thebanks had cut their networks to 2,459 branches. One of thebanks 
halved thenumber ofits branches over this period. 


By and large, Asia has not yet jumped on this trend toward multichannel 
banking. With the notable exceptions of some small markets such as Singapore 
and HongKong, most Asian banking markets, especially India and China, are 
still characterized by the bricks and mortar of the traditional branch and ATM. 
South Korea's banks are expanding briskly. 


However, we seestrongsignals of impendingchange. In McKinsey’s 2011 
personal-finance survey of Asia, abiennial research program begun in 1998, we 
saw forthe first time a declinein theuse of branches and growthintheuseofnew 
channels such as onlineand mobile. In Asia's developed markets, branch usage 
fell by 29 percent from 2009 to 2011; emerging markets sawa similar decline. 
Meantime Internet and mobilebanking shot up, by 36 percentin developed 
markets and 39 percent in emergingmarkets. 


The still-valuable branch 


Internet and mobile can and should becomereal profit generators for Asian 
banks, as our colleagues discuss on page 9 (see “Chapter 2: Digital bankingin 
Asia”). But what about the branch? Will Asia's consumers gravitate onlinelike 
Scandinavians have done? Should Asian banks call theirproperty agents and 
start to sell off prime branch locations? 


The answer, as alwaysin Asia, will vary considerably from market to market. In 
much of emerging Asia (especially India, China, and Indonesia) urbanization 
will likely continue to drive enormous expansion of branch networks. New 
banking markets are being created each year by the influx of huge numbers 

of people; banks must provide coverage through the branch. Regulation can 
sometimes make it difficult for banks to build branches, and it usually makes 
it even harder to closethem. In thesemarkets, the efficiencies of multichannel 
usage will be masked for some time by the growth of branch networks. In 

parts of developed Asia, labor laws can sometimes keep banks from closing 
branches as quickly as they would ifthey were to base channel decisions purely 
on economics. 
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Howwill theseforces—therise of multichannel usage in consumers, the 
uniquely Asian characteristics of big consumer markets—play out? Only time 
will tell, but it seems clear already that some markets (Australia, Hong Kong, 
Japan, Singapore, perhaps South Korea) will soon reach the “self-service” 
model, while others (China, India, Indonesia) are nearing the steepest part 
of the curve, when multichannel usage takes off exponentially. Even in those 
markets where multichannel behavior is slowest to take off, the shift to direct 
channels will have banks pondering howto optimize their branch networks. 


But they cannot move precipitately: there a lot of residual value inherent 

in the branch network. The branch will continue to bean important sales 
channel. Ina2010 McKinsey/ European Financial Management and Marketing 
Association survey of European banks, executives said that 84 percent of 
current- account sales came through the branch, but they expected that to 
decline only to 53 percent by 2015. They held similar expectations for other key 
products: savings-account sales in the branch would decline from 77 percent to 
38 percent; investments, from 78 percent to 58 percent; and consumer finance, 
from 73 percent to 32 percent. In all these cases, the branch will still drivea 
significant proportion of sales. In mortgages, expectations are even higher: 
banks expect to be selling 72 percent of all mortgages from the branch in future, 
down only slightly from 80 percentin 2010. 


Further, some high-value customer segments tend to prefer branches. After 
analyzingtheir customer base, someleadingmultichannel banks have found 
that a portion of their high-net-worth customers, for example, prefer branch 
banking. 


In short, itisa mistake to assume that as the shift to online banking gathers 
speed, the branch network must be radically trimmed. To be sure, some major 
markets such as France, the United Kingdom, and the United States have 
reduced branches in line with the trend (Exhibit 2). Butin somemarkets where 
digital bankingis well advanced, branch networks are holding steady (J apan), 
and even growingslightly (Germany and South Korea). And in countries where 
digital bankingisjust gettingstarted, such as China, branches are in decline, 
though not as quickly as one might expect given China’s dramatic growth in 
mobileusage. In each case, changes in branch networks are heavily influenced 
by an array of factors, such as broader economic growth, urban density, 
regulation, and others. Bankers would do well to understand the particular 
economics of their markets before making broad-based decisions on the 
“right” size of the network. 
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Exhibit 2 
Big banks in many markets have reduced branch density. 
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Source: Banks’ public disclosures; McKinsey analysis 


Branch banking’s new role 


Bankers must also understand precisely thevalue of the branch in their 
markets, which we arguewill bedriven by threevariables: the makeup ofthe 
bank's customer base (and its preferences for branch banking), thebank’s 
ability to usethe branch as a touch point to trigger multichannel sales, and the 
branch's utility as asource ofinformation to customers. 


Banks should invest in acustomer-segmentation analysis, to find out which 
customers use each channel, which customers useseveral channels, and 
howthey think about each channel (Exhibit 3). They may well find that some 
branches serve a disproportionate number of affluent, investment- oriented 
customers—and not just those branches in the expected wealthy neighborhoods. 
Another likely finding: many customers ofall stripes like to visit abranch on 
their commuteto work, to getinformation on a product orto open an account. 
The same customers may never visit the branches closest to their home. 


Atthesame time, banks can diginto the costs of each customer group. 
Obviously, people who insist on usingbranches and the contact center are more 
expensive to serve than those who only usethe bank's mobile app. But there are 
shades of variation within these broad principles, and banks should establish as 
accurately as possible the costs of each segment, and many subsegments as well. 


An understanding of segments and the cost to serve each segment will provide 
most of the foundation for considered decisions about the branch network, 
but banks should not overlook the extent to which branches serve as atouch 
point for multichannel sales. Ataminimum, banks will need to investigate 
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theconnections between branches and other channels to ensure that thelinks 
between channels—especially between telephone and branch and Internet 
and branch—are strong. Follow-up phone calls and e-mails after branch visits 
areamust. Other sorts of links, such as using direct- marketing tools to lure 
customers to the branch to provide more personalized information, can also 
serve as a powerful influence in the customer's decision-making process. 


Exhibit 3 
Banks should understand the differences among their customers. 


Typical customer base for a major Asian bank 
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Finally, the branch has a vital role to playin the distribution ofinformation. 
McKinsey research has established thatthepurchaseprocessis no longera 
straight line: itis a windingconsumer decision journey, as customers gather 
information in many ways and places, and feedback loops shape theirthinking 
at every step.° As customer decision making becomes more complex and takes 
place in more channels, the branch becomes more vital. It may have lost part 
of its edge and monopoly as a point of sale, butits role as a critical information 
channel continues. 


Getting the branch ready for multichannel 


To take advantage of the shift to multichannel, retail banks should consider 
changes to fouraspects of the branch: locations and format, network density, 
staff size, and staff expertise (Exhibit 4). 


3 Foranintroduction, see “The consumer decision journey,” mckinseyquarterly.com, J une 2009. 
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Exhibit 4 
Four critical levers can improve the branch network. 
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New locations and formats 


Branch architectureis continually evolving, and thelatest shifts reflectthe 
broadertrend toward multichannel. Banks can catch busy customers with new 
outlets near shopping, work, and on the transport links between home and 
office. Many branches are becomingmorestore-like, and are even aspiring 

to provide open space for customers to relax, check messages, read, and talk. 
Tablet computers for the public can help with this, and can also help provide 
information. 


Many of these new formats are designed to meet theneeds of specific customer 
segments. For example, a] apanese bankis designinganew format for locations 
in high-incomeareas, with expanded space for consultations, amore welcoming 
reception area, and asleek design meant to convey tranquility and transparency. 
Another has opened asalon ona high floor of an office tower, from which it 
provides services to wealthy customers at their workplace. Some banks are 
experimenting with ways to reach femalecustomers, by employing all-female 
staff. Citibankin Singapore has opened some “super-lean” branchesin shopping 
malls—essentially, glassed-in kiosks with one ortwo bankers on staff. 


The full-service branch continues, of course, but with anew emphasis on the 
customer experience. Citibank’s new architecture includes a wall of video 
screens, so that customers can check general and business news; interactive 
planningtables with touch screens built into the tabletop; workspaces for 
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customers; and tablesto consult with bankers, eitherin person orusing 
Facetime. Even the ATM lobbyisimproved, with 24/7 video access to service 
experts. 


Branch density 


As banks build new, small, shoplike branches, they will also want to close some 
olderbranches that are beingleft behind by the shift to multichannel. To figure 
out which ones, banks can do simple analyses of traffic; year-on-year patterns 
may showsecular declines. But these declines can sometimes take years to 
showup, soleadingbanks are using othertechniques. Analysis of customer 
segments can reveal how far each groupis willingto travel to usea branch, a 
trait that can be adjusted for urban, suburban, and rural locations. Customers’ 
willingness to travel also turns out to be greater for some transactions. A 
detailed analysis of the micromarket served by each branch can gauge the size 
of abranch’s likely customer base after multichannel shifts take effect and 
thenumber of customers who might transfer their business to other nearby 
branches. 


Staffing size 


To beready for multichannel, branches will also likely need fewer employees. 
Banks have big opportunities to make their branches “lean,” thus making them 
more productive. One key analysis looks at the amount of time that tellers take 
to conduct basictransactions; surprisingly, many banks find an enormous 
disparity, of 50 to 100 percent, in the times recorded by tellers. Establishing 
standard procedures and training staffin them can drive productivity 
improvements of up to 7 percent. Another analysis looks at the peaks and 
valleysin demand, as measured by the length ofthe queue for tellers, and 
thestaffthatis on hand to cope. Typically, branches almost never have too 
fewtellers, and usually have too many; one extra teller per branch is not 
uncommon. Banks can adjust staffing configurations and extract productivity 
gains through the use of schedule boards and other visual management 
techniques, which help workers shift seamlessly from one activity to another. 


Staff expertise 


Some of the savings in staff time and productivity should be redeployed, with 
amuch greater emphasis on sales. At leading banks that have prepared for 
multichannel, branch staff nowspend as much as 60 percent of their timeon 
sales, up from an average of 20 to 30 percent. Not every banker finds it easy 
to make the shift, so banks have to beready to help, with trainingthat guides 
sales reps through the tricky “moments of truth’—the critical junctures in 
every transaction when bankingrelationships are forged. Reps will need 
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thorough assessments to understand any skill gaps they might have, and 
“forum and field” programs that use adult-learning principles to build those 
skills. Strong performance- management systems can make sure that reps stay 
ontrack. 


Putting it all together 


Two banks haveshown some of the potential in rethinking the branch for 
multichannel. Spain’s Bankinter has mademany changes alongtheselines, 
andisnowbringingthe newchannel architecture to bearin pursuit of three 
goals: customer acquisition, cross-selling, and migrating customers to the 
lowest- cost channel (Exhibit 5). In acquisition, newchannels can help pick 
upthe slack from branches. To improve cross- selling, atruemultichannel 
experience can create moretime for staff to sell. And by encouraging some 
customer segments to move to lower-cost channels, banks can maintain a good 
experience while reducing their expenses. In 1993, 80 percent of Bankinter's 
transactions were made in the branch; in 2009 just 33 percent were, with the 
rest going through lower-cost channels. 


Exhibit 5 
Bankinter's multichannel approach has three benefits. 
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Conestogaisa community bank with 14 branchesin Philadelphia. It has replaced 
thetraditionaltellerlineatonedowntown branch with personal tellermachines 
(PTMs), which arelocated insidethebranch and providealivevideolinkto 
remotely located tellers. Theycanbeconfigured to do almost all traditional 
branch transactions, includingdeposits, withdrawals, checkcashing, money 
orders, cashier's checks, and so on. At scale (about 15machines), aPTM system 
can support multiple branches; oneremotetelleris needed to support every 
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three PTMs. Conestoga also provides customers with a conferenceroom where 
they can videoconference with product specialists and advisers. Apartfromthe 
productivity savings, Conestogaalso reckonsthatthenewtechnology will helpit 
access ayounger cohort of customers. 


Reaching the ideal: The seamless customer experience 


Asthey design the right branch architecture to reach their most desirable 
customers, boost revenues, and lower costs, banks need to think about the 
connections between the branch and other channels—indeed, the connections 
amongall the channels. Some channels predominate at acertain point of the 
purchase process, but no channel is so little used that it can safely be ignored. 
That is especially truein after-sales service, where customers liketo use any 
and all channels to conduct transactions, check balances, receive alerts, and 
so on. (In short, banks must seek to provide “multichannel hoppers” with the 
ideal experience—a strategy our colleagues discuss on page 12.) 


These patterns are drawn from an analysis of many customers of all types; 

the contact behaviors of customer segments will vary widely. Customers who 
prefer self-service may never visit the branch, and people who put alot of stock 
in personal trust may neveruse a mobile app. But most segments will touch 
several channels. Banks have to capitalize on those behaviors, becauseitis 
precisely these customers that produce the most value for banks. 


A good first step formany banks is to assess the current customer experience, 
lookingfor places and events wherethe bankis lettingcustomers down, leading 
to customer “leakage.” Forexample, in thecall center, an assessment might reveal 
that customers abandon their calls too frequently, or that contact specialists lack 
thesupport needed to followup on conversations that suggest customers need a 
particular product. Areviewof ATMs might showthat paying bills isneedlessly 
complex, or that checkimagingcould be economically expanded to more 
machines. Somebanks’ Websites don’t offer live chat, an obvious value-adding 
feature that would bereadily revealed through acomprehensive assessment. 


Once thegaps are known, itis a fairly simple matter to figure out which ones 
lead to the most leakage, and remedy them. One good example ofa seamless 
multichannel experience can be found at Nordea, the big Northern European 
bank. Itis rolling out anew mortgage- underwriting process that relies 
heavily on digital documentation. No matter the channel, the customer will 
complete a quick digital document to seek approval. Digital signatures speed 
the document through the process. Connections with property registries 
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are automated, as are payouts, once collateral has been fully established and 
verified. Archives arealso digitized. 


That newprocess will also mean a newcustomer experience. Much ofthe 
somewhat tedious workin which bankers help customers enter data will 
disappear; customers will beableto entertheir own data, supplemented 
by automaticfeeds from other sources. The banker will befreeto focus on 
advisingthe customer on the best product for his or herneeds. 


Buildinga successful multichannel architectureisnotatrivial undertaking. 
But banks can accomplish much of the workin about ninemonths with a 
three-step program. First, they should understand the extent to which they 
can leverage their current assets to appeal to customers; typically, much of the 
network can be easily repurposed in ways that drive customer satisfaction and 
drive productivity within the channel. Next, they can add some capabilities to 
the branch that will both increase productivity and, again, boost satisfaction. 
At this stage there will likely bea need to revamp specific capabilities in people 
and technology, targeting critical multichannel intersections, for example, 
from the branch to the Internet orfrom thecall center to the branch. Asa 

third step, banks can then design the channel integration needed to providea 
seamless experience. 


The process will inevitably force the bank to become more multichannel 

in its decision making. For example, banks will need to set up mechanisms 

to monitor customer activity across channels and put in placejoint key 
performance indicators to monitor progress. Product and channel teams will 
have to decidejointly on investments where both the costs and benefits cut 
across channels. The shift of gravity from theindividual channels to amore 
collaborative platform of multichannel decision makingis perhaps the biggest 
challenge for banks to manage. Only those banks that master the formula will 
bein position to capture the prize. 


Jiab Chusacultanachai is a engagement manager in McKinsey's Bangkok 
office. Kiy oshi Miura is an associate partner in the Tokyo office. 
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Chapter 4 
Creating the customer-centric 
retail bank 


Fabian Hieronimus and Christian Roland 


Key highlights of this article: 


= InAsia, customer centricity is a much talked about term, but many 
banks have not yet been able to fully turn the vague concept into 
something that is concrete and linked to impact 

= From our experience, there are three specific archetypes of customer- 
centric business models that can help anchor a bank’s effort on this, 
making it much more impact-focused 

= Archetype 1: Relationship champions - focus on building deep 
relationships with selected sub-segments 

= Archetype 2: Customer-service champions - emphasize excellent 
service delivery across all customer touch points 

m Archetype 3: Convenience champions - strive to make banking as 
easy as possible for customers 


Banks around theworld aretrying to reshape their business 

models to becomemorecustomer- centric. In this article, we explore 
why customer centricity matters for banks in Asia, outlinethree 
archetypes of customer-centric models in retail banking, and describe 
therequirements for successful implementation. 


Intheaftermath of the financial crisis, banks worldwide say they are 
increasingly focusingon making the customer the center of their business 
models. This may bea belated acknowledgement by banking executives that 
they could no longer develop, sell, and service products without a deeper 
understanding of their customers’ needs. 


Theidea of acustomer- centric banking organization has been around fora 
longtime; indeed, most financial institutions would contend that they have 
always paid attention to customers. But beinga customer- centric bank means 
morethan greeting savers at the door—it’s a deeper level of engagement than 
most banks, particularlyin Asia, have been willingto offer. Many banks there 
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haveresisted committing to real customer centricity because their strong 
growth rates and profits have undermined the case for makingbig changes and 
tough choices. They may no longer have that luxury. 


Two factors could push Asian banks toward a stronger customer orientation. 
First, despite heavy investments in their channel networks andimproved 
product offerings, holdings per customerremain lowin many banks. Second, 
customer expectations for service levels, advisory quality, andintegration of 
channels arerising. As aresult, overall customer loyalty is decreasingin many 
markets. In sum, Asian banking customers are saying they want more than a 
transactional relationship with their banks. 


Can Asian banks overcome organizational inertia and moveto atrue—and 
profitable—customer- centricmodel? Ourresearch shows that many banksin 
Asiaand elsewhere have tried to shift in this direction, but results have been 
disappointing. In this article, weidentify three archetypes of customer- centric 
business models that have succeeded and discuss what Asian banks can do to start 
thejourney to customer centricity. McKinsey experience and research showthata 
customer- centric business model leads to greater loyalty, higher cross-selling, and 
lower customer attrition, allleadingto morerevenueand profits. 


What customer centricity is and why it matters 


What distinguishes acustomer- centric bank from others? In our definition, a 
customer-centric model is based on a deep understanding of customer needs, 
with channels, processes, and products tailored to meet the needs of different 
segments (Exhibit 1). A customer- centric model differs froma channel- or 
product-centric model: in the latter two cases, customers are “owned” by 

the units that acquire them, and the customer experienceis optimized fora 
particular channel or product, rather than across the full range of channels 

or products. Ina product- centric model, for example, the credit-card division 
would enroll customers through a credit-card- specificform, try to optimizeuse 
through card- specificmarketing campaigns, and increase loyalty througha 
bonus program based on card use. In a customer-centric model, customers who 
wanted to open an account would work with bank staff to identify theirneeds 
and complete asingle application form for multiple products, while theloyalty 
program would take the full customer relationship with thebank into account. 


In emerging Asia,* most banks are product- or channel- centric. While they 
would argue that they focus on the customer, there is clearly room for deeper 


4 EmergingAsiacomprises China, India, Indonesia, Malaysia, Thailand, the Philippines, and Vietnam. 
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engagement: McKinsey's Asia-wide survey on personal financial services 
showed that product holdings per customer remain lowand customer loyalty 
in many marketsis declining.” 


Exhibit 1 


A customer-centric business model is based on a deep understanding of 
customer needs. 


a a u. 
m m =m a m 
= == = 2 =, 2 
Gutes aa = “Push” products to = “Own” customers = “Own” customers 
customers by channe by company 
= Focus on product = Develop products = Tailor channels and 
innovation based on needs of products to meet 
channels needs of different 
customers 
= Telcos 
= Airlines 


Future of banking? 


Industry examples = Consumer electronics = Banking attackers 
= Banking in emerging 
markets 


Ourresearch found four important changes in customer behavior and 
expectations across Asia (Exhibit 2): 


= Loyalty drivers are shifting. While price and accessibility of branches and 
ATMs were oncethe biggest concerns of customers, they arenowtable 
stakes. Quality of service and staffis becoming much more important. 


= Useof multiple banking channels—branches, ATMs, online, and mobile 
banking—has become a reality for Asian consumers. This increases the 
demand for seamless information flows across those channels. 


= Morethan 60 percent of emerging Asia’s consumers would prefer to 
consolidate relationships ifa bankis able to offer seamless service. 


= Consumers showdecreasingloyalty to their financial institutions.* 


5 In 2011, McKinsey surveyed 20,000 customers in 13 Asian markets about their personal- 
financial- services behavior. In Southeast Asia, for example, product holdingfor primary banks 
stands at 2 products and for secondary banks at 1.1 products. 


6 Despite overall high satisfaction with their banks (80 percent of customers across Southeast Asia 
agree or fully agree that they are satisfied), there is significantly lower willingness to recommend 
the bank toa friend orcolleague (only 30 percent in Singapore, 54 percent in Indonesia, and 
60 percent in Thailand would be willingto recommend their bank). 
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Exhibit 2 
There are several important shifts in consumer behavior across Asia. 


Loyalty drivers are shifting— 
from price and accessibility to service and staff quality 


More than 60% 
of consumers in 
emerging Asia! 
would prefer to 
consolidate 
relationships 
ifa provider is able 
to offer seamless 
service across the 
board 


Asian consumers 
show decreasing 
attitudinal loyalty 
of 10-15 percentage 
points in developed 
and emerging 
markets 


Multichannel has become a reality for the Asian consumer— most 
customers use 2-3 channels during the purchase process 


1 Emerging Asia comprises China, India, Indonesia, Malaysia, Thailand, the Philippines, and Vietnam. 
Source: McKinsey customer decision journey/multichannel survey, 2011; McKinsey personal-financial-services survey, 2011 


Howcan banks build a customer-centric model around these changes? Banks 
must first understand what matters most to bankingcustomers. Our research 
identified topics that are top of mind in theregion—obviously, not all of the 
following factors are equally important. Banks should try to understand which 
of the levers matter for their target customer base and pick one ortwo areasin 
which they want to excel. 


Service orientation. Banks should provide outstanding service and rarely 
make mistakes; if they happen, they should beresolved quickly. 


Convenience orientation. Banks should have branches and ATMs that are 
easy to reach, providea broad range of channels for 24/7 banking, and offer 
straightforward account- opening procedures. 


Customer orientation. Banks should beflexiblein their dealings with 
customers and willingto go beyond standard procedures, be knowledgeable 
about products and services, and give customers the feelingthat what they 
receiveis unique. 


Pricing orientation. Banks should offerlowfees and charges for services, as 
well as attractive interest rates on deposits and loans. 
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Relationship orientation. Banks should encouragethe development of 
trust-based relationships with some employees and reward customersthat 
have longer and deeper relationships with their institution. In many marketsin 
Asia, we are seeingthat pricing and basic service are becomingless important 
as differentiating factors, while customer and relationship orientation are 
becomingincreasingly significant. 


Toward a customer-centric model 


These five factors are key to winningcustomers’ hearts and minds. However, 
banks must avoid tryingto be everything to everyone. There are clear trade- 
offs among some of the factors, and their relative importance differs by 
market’ based on customer preferences and the competitive situation. The 
starting position, strengths, and capabilities of each bank also will influence 
the choice of the most relevant factors. 


In ourwork, we have seen the factors noted earlier—service orientation, 
convenience orientation, pricingorientation, customer orientation, and 
relationship orientation—translate into three archetypes of successful 
customer-centric business models (Exhibit 3). The boundaries of the 
archetypes overlap to acertain degree, and banks may choose to pick elements 
from more than onearchetype. 


Exhibit 3 
Customer-centric business models fall into three archetypes. 


Flexible in how banks 
work with customers, 
knowledgeable about 


Rarely make mistakes; if 
they happen they are 
resolved quickly 


products and services to 
help customers; 
customers feel what they 
receive is unique 


Branches and ATMs that 
can be reached easily 


Customer has trust-based 
relationships with some 
employees of the bank 


Low fees and charges, 
attractive interest rates 


7 Inbroad terms, we are seeingatrend across Asia from “hard factors” to “soft factors”: the size 
of the branch and ATM network, as well as lowprices, matter less, while service excellence and 
strongadviceare at apremium. 
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Relationship champion 


The basis of this archetype is building deep relationships with selected 
subsegments such as young people who have taken ajob forthe first time 
or affluent pre-retirees. Financial institutions that followthis path aspire 
to having customers say, “My bank really understands my needs and has 
solutions that fit. They arerewardingme for banking more with them.” 


In this archetype, banks focus on offering products that cover a majority 

of the needs of the relevant customer segment. So, in the case of an affluent 
pre-retiree, a bank might offer a package comprisingsavings and protection 
elements through insurance. Such a customer might also receive more 
attractive pricing for being with the banklonger and keeping moreassets with 
it. To address customer expectations in this archetype, banks should investin 
trainingfortheir relationship managers, customer-relationship-management 
systems that help the front line guide the customer to appropriate products, 
and product development based on deep insight into target segments. 


Howshould bankers measure success forthis archetype? They should lookat 
the customer market share, howmuch of a customer's assets the bank holds, 
and thenumber of products held per customer. 


Ifa bank pursues this model, it should avoid offering too many product 
solutions for ever- smaller sub- segments and seek to align the product pricing 
with true customer value (for example, takingcare not to give steep discounts 
for certain segments). Otherwise, the cost of providingthe products might 
spiral out of control, while the expected revenue may not materialize. 


Wesee banks tryingto becomerelationship championsin many Asian 
markets, but successes are still few and far between. Some multinationals 
focusingon affluent customers are further ahead, but often customers use 
them as secondary banks fortheir investments or mortgages, not as primary 
banks forall daily transactions and bankingneeds. 


Customer-service champion 


Excellent service delivery is the hallmark of this archetype. A successful 
application of this business model would prompt customers to say, “The 
employees of your bank really go out of their way to make things happen 

for me.” The areas to focus on are service delivery in all channels, including 
fast and consistent responses to customer requests and speedy complaint 
resolution in the event expectations cannot be met. To makethis happen, 
empowering frontline employees to take initiative is key. Banks may not go as 
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farasleadersin the service industry, such asthe Ritz- Carlton hotels that give 
each employee a sizable budget to resolve a complaint orto delight a customer. 
But givingemployees the ability to make decisions on behalf of the customer 
onthespot will go alongway. In addition, banks need to reviewand streamline 
their service processes to reduce turnaround time and errors. 


The measures of success for this archetype typically are customer satisfaction 
and willingness to recommend the bank, as well as performance on 
operational indicators such as wait timein branches or call centers, errors per 
transaction, and speed of customer issue resolution. 


Major pitfalls to avoid are undifferentiated servicelevels—priority customers 
should feel the difference, and higher-value customers should receive priority 
treatment. 


An example ofthis archetypeis Metro Bank, the first High Street banking 
launch in the United Kingdom in morethan 100 years. Metro Bank emphasizes 
its service proposition over products and pricing. For example, it was the only 
bankin the United Kingdom to offer seven-day branch banking; it promised to 
end “stupid bank rules” to deliver quick, informal, and efficient service; and it 
gave access to free coin- counting machines and dispensers that noncustomers 
can useas well. 


Convenience champion 


The third archetype aspires to make bankingas easy as possible for customers. 
Success would be if customers say, “My bank makes banking effortless forme” 
or “Bankingis painful, but my bank has managed to make bankingreally easy.” 


Key elements of focus should be the channels, the product- purchase process, 
and operations. The channels should be easily accessible (both with regard 

to proximity and openinghours) and well linked to ensure aseamless flow of 
information. Product purchases and service transactions should be as simple 
as possible—for instance, existing customers shouldn't have to fill out detailed 
applications ifthey want to purchase an additional product. Strong operations 
should support delivery at the front line. Onemetric bankers should keep an 
eyeon isthenumber of products held per customer, with a goal of “owning” all 
the customer’s bankingneeds. 


A common mistakein this archetype is overinvestingin infrastructure (for 
example, too many branches and ATMs) and underinvestingin “soft” enablers 
likestaff quality or collaboration among channels to ensure a seamless 
experience for customers. 
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An example of this archetypeis the Malaysian bank Easy by RHB, which 
features a value proposition of “simple, accessible, and fast banking.” This 
player positions itselfas a paperless community bank for mass-market 
customers; its branches are strategically located in high-traffic areas, and it 
has partnerships to open branches in grocery stores owned by a prominent 
foreign chain, at selected Malaysian post- office branches, and at light-rail 
transit locations. In addition to the branch channel, bank customers can get 
bill- payment and mobile-phone and PayPal account top-ups through mobile 
and Internet banking. Easy by RHB offers simple products on the spot with 
10-minute approval time, even for personal loans. 


The path to impact 


McKinsey experience shows that a customer- centric business model can 
improve loyalty, increase product sales by 5 to 20 percent, and lowercustomer 
attrition by three to five percentage points. How can retail banks get started? 
Below, welay out thejourney. However, some of the steps, particularlyin the 
later stages, may betaken in parallel. 


Assess starting position and choose an archetype 


Retail banks should begin their customer- centricity journey by lookingat their 
starting position through a customer and competitor lens. To do so, executives 
should try to answerthe following questions: 


= Whatarethemost important decision factors—convenience, service, 
pricing, customer orientation, and relationship—for a customer to start 
doing business with a bank and then deepen links? 


= Howdo customers perceive our bank and main competitors on these 
dimensions? External market research can help answerthis question; it 
might also beinterestingto ask the staffat various levels in the organization 
the same question and compare external and internal perceptions. 


Armed with research results, banks should then decide which customer- 
centric archetype fits best. The discussion in the top-management team should 
take into consideration not only the customer view but also the capabilities 
required to carry out thestrategy. Forexample, even if customers say they 
value high-quality service as the main factor for choosing a bank, executives 
may decide against the customer-service archetype if there are already 

strong competitors in the marketplace orifthey believe they can’t build the 
internal processes to consistently deliver market-beatingservice levels. Once 
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executives agree on the archetype, they should translateitinto a customer 
vision and promise that excites and guides the organization. 


Customers at one East Asian bank, for example, were complainingthat the 
bank’s stafflacked a service mind-set, and the bank consistently scored 
lowerthan competitors on customer-service ratings. In response, the bank 
undertook detailed market research that revealed accurate handling of 
transactions at the branch was an important decision factor for customers. 

The bank’s customers were twice as likely as competitors’ customers to agree 
with thestatement that staff made “mistakes once ortwice.” This helped the 
bank pinpoint where to make changes to its service aspiration and howbigthey 
should be. 


Define the customer value proposition 


Once executives choose an archetype, abank should bringit to life by detailing 
the customer value proposition. A starting point is to think through what the 
customer would say is unique about the bank’s offering and what it takes to 
deliver this. Doingso requires determiningthe main customer benefit, how 
the customer benefit compares with competitor offerings, and the reason the 
bankis ableto deliverthe benefit. For example, fora bank that aspires to bea 
relationship champion for selected subsegments, this could be, “OnlyifT bank 
with XYZinstead of A, B, or C (main competitors) will I get solutions that really 
fit my needs (core benefit) because Bank X YZ has astructured way to assess 
my needs, product solutions that are flexiblein case my needs change, and 
knowledgeable advisers to help me (reason).” 


Another Asian bank that aspired to build deepercustomer relationships 

and thus increase product holding and share of wallet developed atwo-part 
proposition: offering greater customer convenience in all channels and solving 
client problems rather than selling products. This proposition helped to 

focus the bank’s transformation efforts on improvingthe service experience, 
particularly in branches, and investingin a needs- based advisory process and 
new product offerings. 


There aretwo common errors to avoid when definingthe customer value 
proposition: 


= Overpromising. This may occur when a bank focuses on slogans, not 
changes in its operating model. Itis easy to mistakea value proposition 
with thenext marketingslogan. Many banks proudly statein their 
marketing communications that they are committed to building deep 
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relationships or say they will go out oftheirwayin customer service. 
However, in atruly customer- centric model, banks must move beyond 
slogans and changethe way products are sold or ensure greater consistency 
in customer service. 


Overpaying. In this case, offers don’t match the economics of each 
segment. When designinga proposition and offering fora customer 
segment, itis easy to providetoo many benefits, including price discounts, 
special promotions, and high servicelevels. Banks should look hard, 
particularly in the mass-market segment, to seeif the cost of their product 
offering matches the expected profit from each customer. 


Put the proposition and required enablers in place 


Once thebank has defined the proposition, implementation can begin. Besides 
puttingin place initiatives to bringthe customer proposition to life, banks 
should also think through the broader set of enablers that will be required. 
This includes strengthening the marketing function to derive deeper customer 
insights, usingan advanced business- intelligence and customer-relationship- 
management system to support the front line, and building up the operations 
backbone (Exhibit 4). In addition, banks should work on the specific enablers 
for each archetype, as described earlier. 


When chartingtheirjourney, banks should try to avoid two common mistakes: 


Overstretching. This might occur when the executive responsible for 
looking after a customer segment lacks seniority and has limited authority 
compared with the product or distribution units. Asaresult, the segment 
view may not betaken appropriately into account when making decisions 
about product launches or distribution strategy. Banks can avoid this 
situation by ensuring that the segment leader has the appropriate seniority 
and decision-making authority. 


Underpreparing. This can happen when a bankinsufficiently invests 
in capability building to get its staff ready for the new direction. Many of 
the changes in a customer-centricjourney will ultimately affect the front 
line and operations. To facilitate change, banks should plan for significant 
investment in capability building. OneAsian bank defined the required 
skills for each level of the frontline organization and then set up a program 
to train each level. 
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Exhibit 4 
The three archetypes have common backbone elements. 


Relationship > Customer-service a nvenience sum 
champion champion 7% mpion Ep] 


Customer 


insights Strong marketing function for deep customer insights 


CRM! 


business Advanced CRM system to capture customer information and support the front line 
intelligence 


Customer Customer (or segment) champions in the organization that coordinate 
champions across product factories, distribution channels, and operations 


Operations Flexible yet robust operations backbone for fast and error-free delivery 


backbone 


1 Customer-relationship management. 


But when doesa bank knowitis on trackand startingto createvalue? Itis 
worthwhileto monitor metrics such as customer satisfaction, churn rate, and 
newmoney from existing customers at least on a quarterly basis. Banks can 
complement these measures with regular surveys of frontline staff—these 
employees typically have fine antennae tojudgeif the bank is really making 
progress and howcustomers are reactingto the changes. 


Changingthe business model from product- or channel- centric to customer- 
centricis no easy feat. Many retail banks in Asia still enjoy healthy growth 
rates and profits, so the case for change may not always be apparent. But 
Asian banking customers are demanding a different kind of relationship with 
financial institutions. Banks that fail to address this need risk losing market 
shareand consumer relevance. In our experience, Asian banks that have 
aggressively pursued customer centricity have been amply rewarded in the 
marketplace. 


Fabian Hieronimus isa partner in McKinsey’s Munich office, and 
Christian Roland isan associatepartner in the Bangkok office. 
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Chapter 5 
Next-generation productivity 
improvement: Sales transformation 2.0 


Akshay Alladi and Jatin Pant 


Key highlights of this article: 


= Leveraging technology can dramatically increase frontline sales 
productivity and transform sales-force management. 

= Moving sales to direct channels makes it possible to target customers 
throughout their decision journey and reduces customer-acquisition 
costs. 

= Harvesting analytics based on big data opens the way to generating 
new demana, including the use of customized campaigns and 
microtargeted sales. 


To boost sales growthin the new market environment, retail financial 
institutions in Asia need a four-pronged strategy to leverage 
technology in the end-to-end salesprocess. 


In Asia, retail financial institutions are confronted with significant challenges 
inthecompetitivelandscape, includingchangingconsumerbehavior, 
technology disruptions, and a worsening macroeconomic environment. Thisis 
leadingto significant pressure on revenue growth. 


First, thereisa notable decline in customer loyalty and an increasing 
tendency for consumers to hop across remote and physical channels and 
split their decision journey. Second, rapid advances in technology and 
related infrastructure (for example, mobile communications and bigdata) 
will cause greater competitive pressures, with newer players “leapfrogging” 
competition and levelling the playingfield. Finally, an uncertain and volatile 
macroeconomic environment is affectingrevenue growth and increasing 
potential risks. 


Crankingup traditional sales- stimulation approaches will be insufficient to 
win inthis context. Instead, retail financial institutions in Asianeeda new 
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approach to overcome these challenges and boost revenues. They should take 
thelead by harnessingthe potential of disruptive technology trends such as the 
immense popularity of smartphones and social media, therise of big data, and 
cloud computing. 


In this rapidly evolving environment, CEOs should answer four key questions: 


= Howcanl dramaticallyincrease my frontline sales productivity by 
leveraging technology? 


= HowcanImoveasignificant portion of sales to direct channels in order to 
reach customers throughout their decision journey and reduce my cost of 
customer acquisition? 


= Howcanlusesmartanalyticsto generate demand and achieve 
microtargeting of sales? 


= Howdol getreal-time and detailed information to assess the performance 
of my sales network at a granular level? 


Werecommend a technology- backed four- pronged approach to navigate the 
changing terrain. First, players will need a technology platform that provides 
newtools to enable the frontline sales force to increase its productivity. 
Second, asuite of direct- channel platforms should be used to better reach 
customers at lower cost. Third, a big- data analytics engine must be created 

to help generate new customer demand. Finally, companies should employ 
atechnology- enabled system to improve performance management for the 
sales force. The four components can work in an integrated way to transform 
acompany's performance, addingup to an innovative “Sales 2.0” model for 
retail banks. 


What does thenewapproach look like? The traditional sales- stimulation 
approach relies on two elements: equippingthe front line with tools and 
trainingthat make the sales force more effective at engaging with customers, 
and managingthe performance of the sales force based on regular (usually 
weekly) reviews. In atechnology- driven environment, the effectiveness of 
both these elements can be enhanced significantly. 


The “onesize fits all” tools that the front line uses in the traditional approach 
can betransformed to have customer- specific offers and sellingtools. 
Technology- enabled sales also helps identify the most valuable customers 

to targetin the first place, dramatically increasing chances of conversion. 

In addition, technology enablement lowers the cost of acquiring and serving 
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customers. For performance management of the sales force, technology can 
again be harnessed to increase both the frequency and the granularity of 
performance management, leadingto more insightful problem solving and 
root- cause analysis and driving greater accountability. 


We have observed that best-practice companies that have implemented the 
approach have been able to significantly boost revenues and profitability 
within one to two years. 


1. Boost frontline sales productivity 


The front line presents the biggest opportunity to usetechnology for sales 
growth. Technology tools can simplify the task of sales agents, for example, 
makingit possible to speed up the process and close leads faster. This can be 
achieved by usingan integrated frontline technology platform that covers five 
areas. 


The first areais atechnology- enabled lead- generation system. This makes it 
possible to customize leads for individual clients and prepare personalized 
sales pitches. Newleads generated in this way can then be delivered 
immediately to the salesperson via smartphone or tablet. 


The second areais usingtechnology to makethe sales process more efficient. 
Greater efficiency can be delivered through the IT enablement of sales tools 
and techniques (such as frequently asked questions, product illustrations, 
and calculators for determining pricing), as well as through on-the-spot 
product and price customization. Thereis also scope to use technology to 
make customer service more efficient. Examples include displayinga detailed 
customer history and customized recommendations to resolve customer 
queries, and providingavideo- chat facility to clients that makes available 
product experts and service staff. 


The third area is usingtechnology to make possible more rapid fulfillment 

of newbusiness. Here, technology can facilitate automated approval and 
on-the-spot underwriting enabled by uploading and scanning of documents 
forinstant approval. Technology also paves the way fornew payment solutions 
using physical-swipe devices or payment gateways and for sales reporting by 
staff that provides actionable insights to the field sales force and managers. 


The fourth areais usingthe platform for engaging with the frontline sales 
force. Examples of this kind of engagement include makingit possible for 
employees to viewrewards and recognition and to track their individual 
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performancein real time, as well as enablingcollaboration across the front 
line—for example, usingsocial networks to facilitate the exchange of best 
practices and other knowledge. 


The last area where the frontline technology platform can be deployed is 
in training (see sidebar, “Capability buildingat scale,” page 55). Here, the 
platform can providea knowledge center that houses resources such as 
e-learning chapters and refreshers. 


This frontline technology platform has the potential to fundamentally alterthe 
typical dayin the life of a salesperson, makingthe sales process much quicker 
and more effective (Exhibit 1). Instead of taking several hours or even days to 
closeatransaction with a customer, the transaction can be completed in two 
hours; lessons can be shared with colleagues immediately, and the salesperson 
will see the bonus sheearned. 


Exhibit 1 
A frontline technology platform can profoundly affect the sales staff. 


Tech-enabled agency ecosystem for agent 


4:00 pm R 6:30pm : 6: n 

Salesperson Customer Customer buys One-touch Manager gets Salesperson 

logs into appointment product (eg, earnings real-time interacts with 
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handheld fact finder = E-input of = Real-time = Salesperson x back home 

= 10 leads to = Video of application update of closed y = Shares 
pursue in testimonials = Rules-based amount to be product success 
neighborhood = Product approval credited for purchase stories on e- 

= Daily calendar illustration, = Scanned- this sale community 
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2. Increase customer reach and engagement through 
seamless multichannel integration 


Customers areincreasingly splitting their decision journey across physical 
and digital channels. To retain customers, retail banks have to integrate across 
these channels by developinga multichannel customer- acquisition process. 
This will fundamentally alter the way banks acquire and develop customer 
relationships—making possible broader and deeper reach, as well as greater 
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cross-sell and up-sell. It will also help to retain customer loyalties at a lower 
cost, since the cost to serve through direct channelsis significantly lower. 


Consider the following example of howthe approach can play out between 
physical and direct (Exhibit 2). A customer calls a call centerto inquire about 
mortgage products and provides the agent with information but eventually 
decides not to commit. When the customer later goes to get money from an 
ATM, however, heis provided with an option to schedule an appointment with 
amortgage specialist, and this enticement leads the customer to the branch— 
wherethe mortgage specialist has prefilled application forms at the ready to 
start the process. 


Puttingin place four buildingblocks can enable companies to achieve physical- 
direct integration. 


The first is digital demand generation, which makes it possible to generate 
additional leads for sales by using direct channels across multiple touch 
points—the Internet, mobile or tablet apps, ATMs, text messages, telephone, 
and interactive-voice-response communication modes. The second building 
block is smart tools, especially those that facilitate cross-selling and up-selling 
by accurately profiling customers and customizing the product offering based 
on those profiles. The third is puttingin place intuitive product choices that 
enable a customer to select on his own the product that best serves his needs. 
The fourth is theuse of direct channels for customer self service, which 
reduces the cost of acquiring and serving the customer. 


Usingthese direct- channel platforms can fundamentally alter the way 

that customers are acquired and the way relationships are deepened. The 
advantages of low- cost direct channels enable financial- services companies to 
expand their relationships with customers or add newcustomers, and this can 
translate to significant savings-per-new- customer- acquisition compared with 
traditional approaches. 


Thecombination of direct and more traditional channels can provide 
substantial benefits to retail banks. For example, the integrated physical 

and digital sales-fulfilment model can deliver customer acquisitions at arate 
thatis 25 to 30 times faster than traditional branch-based sales models. An 
additional benefit is that implementation is relatively fast: our experience 
with banks across Asia suggests that this type of newcustomer- acquisition 
technology architecture, which integrates physical and digital channels, can 
be operationalized in a period of two to three months. 
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Exhibit 2 
An example illustrates the multichannel customer-acquisition process. 
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3. Create a big-data analytics engine to generate demand 


The big-data analytics engine can be harnessed not justto generateleads but 
also to design targeted and customized sales campaigns based on detailed 
profilingof customers. With bigdata, sales campaigns can be designed on 

the basis of potential (identifying the exact profile of customers who will be 
approached), expected hit rate (based on analysis of historical conversion rates 
for each customer profile), and expected bottom-line impact. Furthermore, big 
data allows banks to customize their sales approach. Forinstance, customers 
can be profiled on their preference history of responding to solicitations and 
then approached accordingly; one group might be approached via a direct 
mailingwith a tailored offer (such as preapproved credit), while another group 
with adifferent preference profile could be approached with phone calls to 
schedule in-person meetings. 


Creatingsuch acustomized system requires that banks structure their 
approach in away that incorporates the following elements: 


= Access more data from internal and external sources. Improving 
channel functionality and digitizingrecords can help to tap structured and 
unstructured data banks from internal sources. Theseinclude channel- 
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interaction data (for instance, call-center logs and cookies), demographic 
data, and transaction data. Banks can also source data through strategic 
partnerships with a variety of external sources, such as e-retail sites, social 
media, and credit bureaus. 


= Aggregate data for a single customer view. Takingdatafrom these 
multiple sources can be used to form a single and enriched viewof the 
customer (Exhibit 3). 


= Create arobust analytics engine to design customized 
campaigns. There arevarious types of sales campaigns that can be 
designed using analytics. These include propensity models that facilitate 
targeted cross-sell based on customer profiles (typically for products 
such as credit lines and credit cards or deposits and investments), event- 
based campaigns tied to customer- specific triggers (for example, product 
offerings timed to be communicated at the maturity of aloan, term deposit, 
oraccount cancellation), or new product bundles tailored to specific 
customer profiles (for instance, a preapproved loan offer might be included 
with newly linked accounts). 


= Feed customer data to all channels. Before launching offers based on 
the engine’s findings, itis important to feed customer data and “next best 
offers” (NBOs) simultaneously to all channels—both physical and direct— 
to ensure the offers made to the consumer are consistent. 


= Generate offers and prefill application forms. Usingthecustomer 
information it has acquired andin combination with real-time assessments 
of customer credit risk, the engine can generate real-time customer-level 
targeted offers and sales pitches. In addition, parts of product- application 
forms can be prefilled automatically based on data generated by the 
analytics engine. 


= Make campaign managementrobust. Successful players ensure 
robust end-to-end campaign management by establishing “customer- 
lead-management factories.” These factories are responsible for providing 
comprehensive information warehousing, managing offer engines and 
analytics, and coordinating campaigns across channels. They also conduct 
arigorous cost-benefit analysis to gauge the effectiveness of the offers. 


Exhibit 3 
Data from multiple sources will inform a single customer view. 
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4, Manage sales performance in real time 


Theuseoftechnology can also be extended forinternal performance 
management of the organization’s frontline sales staff. Sincethefrontlinenow 
uses technology platforms for capturing customer and sales information, real- 
time performance monitoringat a granular level of detail is possible. Several 
retail financial- services companies in Asia have started using tablet- based 
applications to do this, enabling them to have more targeted performance 
dialogues and to identify root causes of underperformance. 


Seeing the impact from technology-enabled sales 


The impact of technology- enabled sales on the performance of retail financial- 
services companies can be massive. Based on our experience, for large 
incumbent banks (that is, those with annual revenues of between $5 billion 
and $10 billion, morethan 2,000 branches, and over 10 million customers), 
the estimated impact on revenues is $400 million to $550 million, leadingto 
an impact on annual operating profits in excess of $250 million. This improved 
financial performance would typically be driven by 20 to 25 percent higher 
sales capacity per branch and 40 to 50 percent higher sales capacity per full- 
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time employee (dueto greatly increased efficiency oflead generation and 
customer servicing), 40 to 50 percent lower customer attrition (due to greater 
loyalty driven by superior customer engagement), and 20 to 30 percent lower 
customer-acquisition and maintenance costs. 


For smaller “attacker” banks (thatis, banks with annual revenues 

under $5 billion, fewerthan 2,000 branches, and between 1million and 

5 million customers), thetypical impact would bean increase of $75 million 
to $200 million in annual revenues and a $50 million to $150 million 
improvementin annual operatingprofits. 


Capability building at scale: The necessary ingredientto sustainthe 
impactof next-generation productivity-improvement initiatives 


Capturing the benefits of a technology-enabled sales model at scale 
requires financial-services players to invest significantly in building the 
skills and capabilities of both the frontline and back-office staff. Capability 
building at scale is thus critical to ensure rapid and sustainable impact. 


In reality, most players view capability building as a one-time investment 
focused on issuing new operating guidelines and training manuals 

and holding some classroom training. This approach often has limited 
effectiveness and is fundamentally incapable of achieving a radical shift 
inthe way people work. To successfully embed the revised sales model 
at scale requires a very different approach, one focused both on skill 
building and on shifting the mind-sets and behaviors that usually act as 
barriers to the adoption of changes. 


In our experience, a “field and forum” approach can be highly effective. 
This approach combines forums—classroom sessions to introduce and 
practice the new tools and operating procedures—with fieldwork, where 
specific projects are undertaken, allowing staff to practice new skills. This 
ensures the training is engaging and there is a high degree of retention. 


Moreover, the field-and-forum approach addresses “softer” behavioral 
aspects by proactively surfacing underlying mind-sets (for instance, 
through individual and team reflection using standard tools) and then 
designing interventions to reinforce the right behavioral shifts (including 
role modeling of the change by senior staff, streamlining key performance 
indicators, and implementing incentives to support the changes required). 
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Technology- enabled sales will likely bethe next bigdisruptivetrend and could 
separate winners from losers in Asia's retail banking landscape. Banks must 
launch an integrated four-pronged initiative to tap into opportunities that 
technology offers to improve sales productivity and outpace competitors. 


Akshay Alladi isa consultant in McKinsey’s Kuala Lumpur officeand 
Jatin Pantisa partner in the Mumbai office. 
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Chapter 6 

Four innovative ways to create 
actionable insights from customer 
data 


Kenny Lam 


Key highlights of this article: 

= Banks are awash with customer data but many do not know how to 
leverage data into actionable insights. 

= There are four proven ways of leveraging these data as seen from 
our experiences—they will help with differentiating frontline's 
approaches to relationship building, defining the next products to sell 
to customers, aligning the right channels for the right products and 
capabilities, amongst others. 


Serviceisamongthetop attractions for consumersto Asian retail 
banks, ranking above products and convenience—but overall 
satisfaction is not high. By differentiating against competitors with 
targeted customer service, banks can stand to gain moremarket 
share, both through expanding their customer baseand deepening 
relationships with existing customers. Yet witha finite amount of 
resources to deploy, banks need to find ways to align serviceand sales 
with customer needs and priorities. 


The data advantage 


Many customers value branch convenienceas an aspect of service, forexample, 
but only alimited number of banks will bein a position to capture that 
opportunity. Banks can, however, takeadvantage of many other opportunities 
to capture more value through better and more focused customer- portfolio 
management. 


By customizingand right-sizingtheir service and product offerings, banks can 
intensify or expand their relationships with high- potential customers, while 
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effectively managingcosts in lower-value segments. The key to unlocking this 
value lies in leveraging the vast amount of customer data that banks now have 
at their fingertips. Pertinent data sets will more closely establish customer 
value to thebank, by customertype and segment; banks can then address their 
customer relationships with greater focus and relevancein products, pricing, 
and channel. 


Leveraging granular customer data can help banks 


=  Capturea greater share of market segments and deeper penetration (wallet 
share) of existing customers (that is, forthe affluent segment, in the areas 
of wealth management and investments) 


=  increasethe effectiveness of cross-selling, enhancingthe ratio of products 
per customer as well as “customer stickiness” 


= increaseand enhancethe customer experience, based on a targeted 
approach to customer relationships, including greater focus on the direct 
sales force and aligned and enhanced high-function remote channels. 


Practical insights on four levers 


Banks can use their data to create actionable insights in four areas. These 
levers derive their effectiveness from upgraded analytics based on banks’ 
existing data: 


1. Analyzecustomer composition to define and prioritize the relationship 
approach for different customers, based on customer value to the bank. 


2. Identify and size untapped cross- product opportunities among particular 
types of customers, using bank and benchmark data. 


3. Helpthefront line with an up-to-date “propensity to buy” model, which 
demonstrates the historical probability for next- product purchases by 
existing customer type. 


4. Identify underused channels by product, to expand opportunities for 
cross- and up- selling. 


1. Prioritizing customer groups and defining the relationship 

approach for each 

The application of this lever involves leveraging customer data to guide 
customer portfolio management. Resources can then be aligned accordingly, 
and acustomer lens on overall performance can be developed and 
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continuously refined. Many banks have well defined and relatively accurate 
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models that use quantitative and qualitative information to estimate the total 
volume of customers. Customer-market value (CMV) is tracked through these 
models. A customer-valueview—the customer’s current value (CCV) to the 
bank—is obtained by layingCMV over the customer segments. The customers 


identified as having high CCV can then be given the focus they deserve, with 
the aim of creating deeper, enduringrelationships throughout their financial 


life. 


Exhibit 1 provides an example of howdeeper analytics enabled by granular 


customer data allow banks to manage their customer portfolios beyond basic 


segmentation. Here four customer groups are defined and separately identified 
forretention, migration, expansion (acquisition), or deprioritization. 

Resources can then be aligned and allocated efficiently. Customers can be 
managed using the optimal channel, or channels, and marketingand product 
offers can besuitably customized to enhance customer value. The process 


also creates a customer lens on overall performance, a superior viewthan the 
typically siloed tracking of products or channels. 


Exhibit 1 


Leveraging vast data helps banks define and prioritize customer relationships. 
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2. Finding opportunities to raise product penetration among existing 


customers 


Banks can analyze and benchmark their customer base to reveal opportunities 


for achievingdeeper cross- product penetration. All customer categories, 
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including wealth segments and customertypes (mortgage holders, card holders, 
SMEs, etc.) can bebenchmarked against best- practice financial institutions 
across the entire suite ofthe bank’s offerings. When benchmarked cross-sell 
percentages arelaid over the bank’s actual cross-product- penetration levels, 
opportunities appear as shortfalls. Thesecan then besized and analyzed ona 
case-by- casebasis to createtargeted priorities within thebank’s grasp. 


Exhibit 2 offers a sketch of just such an analysis undertaken by alarge Asian 
bank. The percentages in the ovalsindicatethe products and customer 
categories on which the bankis now focusingits cross- selling efforts based on 
its enhanced knowledge. 


Exhibit 2 
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3. Arming the front line with a “propensity to buy” model based on the 
latest historical data 


Banks’ frontline resources are often expected to fashion cross-selling 
priorities and targets from static models and all-purpose key performance 
indicators. Yet banks can give the front linea much more effective “propensity 
to buy” model by simply leveraging their existing pools of customer data. 

Each customer category, defined by current holdings, can be matched to the 
next- best products or bundles, defined by historical likelihood for cross-sell 
(propensity to buy). The model, simplein itself, is periodically refreshed 
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based on the latest data on thebank's customer base. By givingthefront line 
up-to- date knowledge of how different categories of customers tend to behave, 
resources can be concentrated on realistictargets and mutually rewarding 
relationships (Exhibit 3). 


Exhibit 3 
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1 Based on historical propensity of top 25% product holders; propensity based on multivariate propensity models 


4. Realizing the potential of sales channels to execute on product 
categories 


Banks understand that certain products sell better through particular 
channels and they orient theirsales and marketingaccordingly. Everyone 
knows that mortgages are not sold online, nor are complex investment 
products sold through telemarketing calls. However, the number of sales 
channels through which certain products are sold can be expanded, using 
upgraded analytics based on the bank’s own customer data. Aproduct-by- 
product analysis of each of the bank’s sales channels will reveal channel 
opportunities outside traditional patterns. These are channel-product 
pairings in which sales have occurred but not on a systematic basis. These 
opportunities can then be evaluated and judiciously operationalized according 
to thesize ofthe opportunity and the bank’s specific targets (Exhibit 4). 


Sometimes the front linein thechannels selected for expansion will not 
need product-specificretraining, but it should be kept in mind that fruitful 
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expansions can also occurin channels wheresomeretrainingis required. 
Either way, enhanced sales-channel potential is captured from the bank’s 
existing resources byleveragingthe bank’s existing data, addingoverall value 
with little added cost. 


Exhibit 4 
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As Asian banks struggle to maintain their margins even as theyincrease 
revenue, expectations are droppingand forecasts pointtothe situation 
remaining static. In such an environment banks seek to keep the customers 
they have, explore the potential for greater penetration, and reach out to attract 
newcustomers. To serve these purposes, banks already possess a powerful 
leverage- creating tool in the enormous amount of customer data they have 
compiled. This storehouse of potential knowledge can yield deep customer 
insights through proper analysis of the pertinent data sets. These insights 
inturn can beused to optimize customer relationships, align channels, and 
energize the front line with the richest and most relevant customer knowledge. 
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Smart, targeted use of the right data can open pockets of growth across the 
bank. Astheseare addressed and customer relationships realigned, the bank’s 
resources can begin to showthat greaterreturns are beingachieved for the 
efforts expended. With theright orientation toward its customers, banks 

have the best chance of growingrelationships to their full potential—over the 
multifaceted financial life of the customer. 


Kenny Lam isa partner in McKinsey’ Hong Kong office; J oy deep 
Sengupta isa partner in the Singapore office, Renny Thomas isa partner 
in the Mumbai office. 
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Chapter 7 

Getting into the revenue flow: 

Insights from McKinsey’s Asia-Pacific 
Payment Map 


Vinayak HV, Florent Istace, and Raj Kamal 


Key highlights of this article: 


= Asiais likely to drive global payments revenue growth accounting for 
-50% of incremental revenues (excluding accounts) over 2010-2015 

= On an average, share of accounts in Asia payments revenues is 
comparable to Europe and Latin America, though there are significant 
inter-country variations 

= Electronification of payments, across retail and corporate, is expected 
to increase to 83% offlows (up from the 64% in 2010), especially 
driven by emerging Asia 

= Given the robust growth, competition is likely to intensify across non-bank 
payments players, local Asia-Pacific banks, and regional / global players 


Thevast Asia-Pacificregion accounts for nearly three- quarters 

of global payment transactions. Itis only recently, however, that 
payments revenues surpassed those of Europe and North America to 
takea global lead. In 2010, revenues of U.S.$336 billion represented 
31 percent of the global total, roughly in linewith theregion’s 

30 percent share of global GDP. Revenues arealso growing faster 

in Asia-Pacificthanin other regions, as consumers shift away from 
cash and toward electronic payments, and largeand mid-sized 
corporations becomemoresophisticated and demand moreservices. 


Opportunities in the region havenaturally drawn the attention of payments 
players around the world. Specialists such as card processors, networks and 
even telcos areinvestingto capturea share ofthe pie. International banks 
are workingon entry strategies. And local innovative specialists are seeking 
to solidify their current standing. For incumbents and disruptors alike, 
McKinsey’s most recent Asia-Pacific Payments Map offers insights that can 
point the way to success in theregion. 
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Transactions: More lucrative than expected 


Accepted wisdom states that the lion’s share of payments revenuein Asia- 
Pacific derives from accounts (current account and overdrafts net interest 
income, maintenance and incident fees) rather than from transactions. But at 
50 percent, Asia-Pacific’s reliance on accounts revenue is on par with Europe's 
(54 percent) and Latin America’s (47 percent). (North Americais the outlier 

at 28 percent, thanks to the prevalence of net interest margins earned on 
revolvingcredit card balances.) 


Ofcourse, the Asia-Pacific payments market is far from homogeneous, with 
stark differences between developed and developing countries in particular. In 
most developingcountries (China, India, Thailand, Malaysia, Indonesia), 
account-related revenues still represent the vast majority of income, but 
transactions and credit cards are poised to increase rapidly, fueled by 
economic growth. Revenues in developed countries, meanwhile, are more 
evenly spread across accounts, transactions and credit cards, but account- 
related revenues will experience stronger growth driven by theinevitable 
recovery in reference interest rates from current historiclows (Exhibit 1). 
(South Koreais the exception; its sizeable credit card base provides the 
strongest foundation for growth.) 


Exhibit 1 
Share of accounts-related revenues is set to decline in Asia-Pacific. 
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1 Australia, China, Hong Kong, Korea, Japan, India, Indonesia, Malaysia, Singapore, Thailand, Taiwan 
2 Debit cards, checks, direct debit, transfers, prepaid cards transaction fee income and float income 
3 Current accounts and overdrafts, maintenance fee income and interest income 


SOURCE: McKinsey Global Payments Map 


Overall, however, the share of revenues from accounts continues to fall across 
theregion, and is expected to drop to 46 percent by 2015, while credit card 
and transaction-related feerevenueincomeare on therise. Asia-Pacific 

is projected to deliver 57 percent of global non-account payments revenue 
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growth overthenext five years (Exhibit 2). This growth will present clear 
opportunities both forincumbents who already own bankingrelationships, 
and for attackers who can win the transaction business. 


Exhibit 2 


Asia-Pacific will account for 50% of global payments revenue growth, 
excluding accounts, over the next 5 years. 
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2 Europe — EU27 excluding Luxembourg, Cyprus, Malta, Bulgaria and the 3 Baltics plus Norway, Russia and Switzerland 


SOURCE: McKinsey Global Payments Map 


New platforms, new opportunities 


Across theregion, although at different speeds, electronic payments (card 
payments, credit transfers and direct debits) areon therise, at the expense of 
cashand checks. By 2015, electronic payments in Asia-Pacific should account 
for83 percent of flows, up from 64 percentin 2010. This translates to an average 
annual growth rateof cashless transaction of morethan 20 percent across 
Thailand, Indonesia, China and India, compared to 5to 10 percentin South Korea, 
Japan and Australia (Exhibit 3) (See sidebar, “Wherecash is emperor,” page 72). 
Given the higherrevenues associated with electronic transactions compared to 
cash, this trend underscores the attractiveness of developingmarkets. 


Driven by high levels ofboth adoption and innovation, flows foremerging 
payments methods such as prepaid cards and online and mobile payments will 
growat morethan twicethe rate of overall payments flows overthenext fiveyears, 
especiallyin developingmarkets (Exhibit 4). Anotherclear sign of theprevalence 
of emerging paymentsin theregion: 9 of thetop 15 countriesin MasterCard's 
Mobile Payments Readiness Index are from Asia-Pacific. McKinsey's Global 
Mobile Payments Survey confirmsthat excitement exists around the promiseof 
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this technology: compared with developed marketsliketheU.S., U.K. and Hong 
Kong, a materially greater share of consumersin China and especially India expect 
mobilepayments to be broadly accepted byretailersinthreetofiveyears. Andin 
each country surveyed, well over half of consumers expect such broad acceptance 
within thesametimeframe. Thisstronglyimplies that mobilepayments havethe 
potential to disrupt payments habits across theregion. 


Exhibit 3 


Asia-Pacific’s cash intensive economies will see strong growth in 
cashless transactions. 
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Exhibit 4 
Emerging payments, particularly mobile, will experience extremely 
strong growth. E Mobile 
online 
Emerging payment flows CAGR K 
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SOURCE: McKinsey Global Payments Map; IDC New Media market model; Passport Internet retailing report; eMarketer 
Asia Pacific B2C ecommerce report 
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Prepaid card load is expected to growat an average annual rate of 17 percent 
in Asia-Pacificthrough 2016, meaningfully higher than the already healthy 
10 percent growth rate for the rest of the world. As always, specifics vary 

by market: prepaid cards have been enormously popularin China dueto 
tax benefits which have led to payroll. J apan’s prepaid business is highly 
transport-ticket driven, while in India fuel cards- seen as an expense 
management tool - aredriving growth. 


On the corporate payments side, the growingsophistication among corporate 
customers is providing further fuel for revenue growh. Asan example, forthe 
first time, providers’ ability to integrate with enterprise resource planning 
systems ranks among mid-market customers’ top three factors in bank 
selection, ahead of more traditional factors such as branch proximity. This 
implies that banks will need to invest to meet higher expectations on cash 
management solutions. By offering electronic marketplaces and ensuringthat 
e-payments are secure and reliable (e.g., Alipay’s escrow account solution), 
specialist players could capture share in this fast-growing market. 


Large corporates meanwhile are consolidating their cash management 
relationships, especially for domestic servicesin China and India. Thereis 
also a strong demand for cross-border cash management solutions, given that 
many Asian corporates are rapidly expanding, particularly within Asia-Pacific 
itself (intra-Asia corridors account for morethan half of total trade originating 
from the region). Here again, the revenue opportunity is substantial for those 
players with the capability and credibility to pursueit. 


Competitive dynamics 


Given therobust growth in the Asia-Pacific region, competition for revenues 
is likely to beintense. Weseethe competitive market beingcomprised of three 
categories of players: 


= Non-bank payments players, includingtelcos, local payments specialists 
and global players, will innovate relentlessly to capturerevenue. These 
players will need to differentiate themselves by providinginnovative 
solutions to their existingcustomers, by bolsteringtheir offerings both 
in terms of breadth and underlying technology. Already, players such as 
Alipayin China, Globein the Philippines or PayPal across Asia-Pacific 
are establishing footholds. These firms will also need to improve the 
economics of their business (thatis, growto scale while improving pricing) 
and defend against the next wave of innovators. 
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= Asia-Pacificbanksin home markets will need to protect their share of 
customer transactions and consequent revenue pools from both non-bank 
players and banks in non- home markets. This will have the effect of both 
reducingtherevenue profileof accounts, and shiftingtransactions away 
from these banks. Already global banks such as Citi, HSBCand Standard 
Chartered havesignificant shares ofthelarge corporate cash management 
businessin many markets. In order to capture revenuein an increasingly 
electronified payments landscape, these banks will need to upgrade their 
capabilities and develop aculture ofinnovation, and exploit their strengths 
more effectively (e.g., supply- chain flows on the back of lending). 


= Banksinnon-homemarkets, both Asia-Pacific- based and global, will 
strive to win in specificniches while balancing regional/ global business 
models with local customization. Given the large differences across Asia- 
Pacific, they will need to decide which markets and corridors they should 
prioritize. At the same time they will need to guard against the temptation 
to impose global business models and decision-making structures 
without understandinglocal customers, partners and regulators. Itis 
also important to note that Asia-Pacific banks and non- bank players can 
upgrade their capabilities rapidly to become formidable competitors. 
The State Bank of Indiais a casein point; therecent upgrade ofits cash 
management capabilities in ashort timeframe helped it capturea 
significant share of the mid- corporate space. 


Where cash is emperor 


Japan, with U.S.$75 billion in revenues, is the fourth-largest country in the 
world in terms of payments revenues, behind the U.S., China and Brazil. 
Revenues come mostly retail current accounts (26 percent) and cards 

(37 percent). 


Although the population is often seen as tech savvy, Japan is actually 
more cash-based than many other developed economies. Just over 
three-quarters of transactions are cash, putting Japan between Italy 

and Germany, but along way behind France or the U.S. High cash use 
translates into high ATM penetration and use, and indeed, the Japanese 
withdraw cash from ATMs about twice as often as French or American 
consumers (Exhibit A). 

It’s worth noting that although Japanese cards are mostly pay-later cards, 
card revenues come primarily from fee income (as in most European 
countries) rather than from net interest income (as in the U.S.). Japan and 
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France are the only countries where charge cards - also called deferred 
debit cards — are the most popular type of cards. Japan also generates 
more revenues from cash withdrawals and deposits than from credit 
transfers, direct debit and checks combined. Cash represents more 
than 10 percent of overall payments revenues in Japan, while in other 
developed countries cash typically accounts for 2 to 3 percent, once 
again confirming the love affair between Japan and cash. 


Exhibit A 


Japan has a love affair with cash and ATMs. 


Share of cash in total 
number of payments 


Number of ATM 
per million inhabitants 


746 


1.452 
711 


Number of ATM cash 
withdrawals per capita 


2010 


2.285 


1.306 
1.021 
894 


1.320 


%, 2010 2010 
Italy 89 
Japan 77 
Germany 69 
Korea 66 
Australia 63 
UK 57 
France 50 
USA 48 


SOURCE: McKinsey Global Payments Map 
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There is little doubt that Asia-Pacific payments revenues will continue to grow 


at a healthy clip for the foreseeable future, comprisingan increasingshare of 


global revenues. Far less clear is the question of which players will win share of 


theserevenues. The strategies pursued over the comingmonths will go along 
way to define the Asia-Pacific payments landscape for the next several years. 


Vinayak HV and Raj Kamal arepartnersinthe Singapore office, and 


Florent Istaceisa payments knowledge expert in the Brussels office. 
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Chapter 8 
The rise of Asia’s private 
banking markets 


Kenny Lam and Jared Shu 


Key highlights of this article: 


= Asia's private banking market offers substantial opportunity, but 
economics remain challenging (profit margins in the region are less than 
half of US and Europe) 

= Onshore represents the largest potential and its dynamics are rapidly 
changing 

= China will be the largest onshore market by 2015 and is still young and open 
tocompetition 

m Given the diversity of the region, winning in Asia will mean adopting a much 
more targeted approach (onshore vs. offshore) 


Asia’s private banking market offers substantial opportunity, 
but economics remain challenging 


Asiais poised to become the second-largest wealth management market in the 
world by 2015, just behind North America, attaining high net-worth (HNW) 
personal financial assets (PFA) of approximately US$ 15.6 trillion. As such, 

it represents a significant opportunity forlocal, regional, and international 
private banks. Private bankingis only beginningto take holdin theregion, 
managing about 15 to 20 percent ofall HNW assets, while prevailinglevels of 
wealth- creation suggest strong growth potential. In addition, Asian private 
banking centers are benefiting from the reallocation ofinternational clients’ 
assets dueto increasinginterest in Asian markets and, to some extent, US 
flowto Asia-related funds, which has doubled over the past three years. Asian 
private banks enjoyed 7 to 9 percent net inflowover this same period. In fact, 
given the stronginterest in the region, many customers today see Hong Kong 
and Singaporeas natural alternatives to the moretraditional offshore private 
banking centers (e.g., Switzerland). See Exhibit 1 


Despite Asia's high growth rates, private banking economics in the region 
remain challenging, according to McKinsey’s annual Private Banking Survey 
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(first launched in 2002 and nowcoveringall of Europe, the Middle East, Asia, 
and North America, with over 160 banks participating). In particular, average 
profit margins (as a percentage of assets under management) are relatively low 
vis-a-vis Europe and the US and have been on the decline, droppingfrom 20 bp 
in 2008 to 11bp in 2011. See Exhibit 2. 


Exhibit 1 
By 2015, Asia will be the second largest wealth management market. 


HNW segment is going to grow significantly in Emerging Markets 


Total HNW PFA by region!, 2007-2015 CAGR CAGR 
USD trillions 2007-11 2011-15 
O D 
D D 
Latin America D D 
North America ap D 
Middle East and Africa. 
Asia pacific ex J apan D D 
Japan 
Europe D D 
2007 2011 2015 
1 Excludes Life Insurance and Pension onshore and offshore and does not include certain markets (rest of the world) 
SOURCE: McKinsey Global Wealth Database 
Exhibit 2 
However, revenue margins in Asia under [GLOBAL 
a A E š D 
pressure - negatively impacting profit margin. ($ Decrease ep 2010 evers 
$ j Increase A) 2009 levels 
Basis points (of AuM), 2011 Stable C D2008 levels 
Net revenues 107 
83 78 
US Western CEE Asia Excl 
Operating profit Europe India 
u oe es © Ø 
2% 2 P o © © 
e a 8 Gd a 
US Western CEE Asia Excl 
Europe India © Operating costs 
od © 8 ® 53 59 54 6r 
Oum SN — — 
Go CO. Gs Qn us Western CEE Asia Éxcl 
Europe India 
o o ® Q 
o 00.0 
SOURCE: McKinsey Private Banking Survey 
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These declines are primarily the result ofa drop in revenue margins, as private 
banking clients simplified their product portfolios and reduced their trading 
activity. 


In addition, operatingcost margins were relatively highin 2011, although lower 
than in previous years, at 67 bp. Oneexplanation is that private banks’ cost to serve 
hasincreased significantly due to rising RM compensation, paired with lower 
RMproductivity and higherservicingrequirements. Evenas RM compensation 
hasincreased - theresult of heightened demand fortalent- RMshavebecome 
less productive dueto less- entrenched client relationships, which makeitharder 
forthem to capture client assets. In fact, the average AuM per RM in Asiais about 
20 percent belowthe European average. Addingto this, increased regulatory 
scrutiny post- crisis (e.g., morestringent customer- suitability checks) isleadingto 
greater servicingrequirements, boostingcompliance costs. See Exhibit 3 


Note that performance varied enormously amongthe private banks in our 
survey, and the best- performing players have been able to achieve very healthy 
profit margins- in excess of 30 bp - because they havethe scale to serve the 
HNW segment cost-effectively and have successfully differentiated their 
segment offerings. 


Exhibit 3 
Cost to serve is also likely to increase as banks are now taking 2-3 times longer to 
sell than before the regulatory changes. 


Customer time to purchase mutual fund EXAMPLE BANK IN ASIA 


Minutes 
Before Current 


Long risk assessment by another 


Product introduction nonsales personnel at first purchase 


Product advisory 


Some banks require customers to 
have tertiary education (or bring 


Bank disclaimer some relatives/friends who has it) for 


Paperwork 


i 1 
= 
i Applicable even for a HK$ 30,000 
Total 45-90 purchase 


SOURCE: Literature search; interview; team analysis 
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Onshore represents the largest potential and its dynamics 
are rapidly changing 

Despiterelativelylowreturns, the potential of Asia's private bankingmarket 
- especially in the onshore HNW segment - is strong. Onshore PFA currently 


represents over 90 percent of all PFA booked and managed in Asia (including 
the main offshore bookingcenters of Hong Kong and Singapore). See Exhibit 4 


Exhibit 4 
Onshore HNWI PFA represents the bulk of the Asia opportunity. 


Split of Onshore and Offshore HNWI PFA in Asia 
USD trillions CAGR 2011-15 


11.8% 
11.6% 


11.8% 


PFA booked offshore! 
PFA booked onshore (excl L&P) 


2007 2011 2015 


1 HNWI PFA booked in Hong Kong and Singapore as an offshore center 


SOURCE: McKinsey wealth pools, expert estimates 


However, two important challenges persist in Asia’s onshore markets. First, 
there are anumber of regulatory product restrictions, both in mature markets 
such as Taiwan and in emergingmarkets such as China. In China, for example, 
retail investors cannot directly purchase offshore funds. Second, clients in 
Asiaarestill primarily self-directed; asa result, the share of discretionary 
mandates is much lower than in more developed markets such as Europe. See 
Exhibit 5 
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Exhibit 5 
In addition, Asia has lower discretionary penetration vs. Europe. NOT FULL SAMPLE 
FOR MARGINS 
@ Average 
AuM split by mandate AuM growth Revenue margin 
Percent Percent Bp 


Asia Europe Europe 


Execution/ 


Custody th 


Execution/ 
Custody 


Advisory 92 


Advisory! ! 
Discretionary 102 


Discretionary 


Asia Europe 


A 
1 Assets which are not discretionary but for which the client pays a recurrent management or advisory fee, transactions occurring with prior reference 


to the client 


SOURCE: McKinsey Private Banking Survey 2012 


Atthesametime, wesee four key trends that will shape Asia’s private 
banking market overthenext 5years: 


5. Rise of entrepreneurial wealth - Therapid economic growthin 
the region has been fueled largely by the growth of small and medium 
enterprises (SME's); as aresult, we estimate that over half ofall HNWIs 
in Asia today are entrepreneurs. In addition, weestimate that SMEs 
contribute over half of GDP in some of the region’s major economies 
including] apan, China, and Taiwan. 


There is tremendous opportunity here, as asignificant portion of 
entrepreneurial assets are still kept onshore, although offshoring 
continues to be common forthese business owners due to their offshore 
business needs (e.g., setting up atrading company in HongKong). See 
Exhibit 6 


Given theimportance of the entrepreneurial segment, many private banks 
are still exploring different approaches to supportingit, e.g., providing 
services that cater to both personal and business needs. Going forward, 
moresophisticated levels of service, including succession planning and 
family offices (private companies that manageinvestments and trusts for 
individual wealthy families), will become increasingly important as the 
first generation of entrepreneurial wealth is transferred to thenext. 
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Exhibit 6 


Offshoring is common for business owners though a TAIWAN EXAMPLE 
significant portion of assets are still kept onshore. 


Why do you do invest offshore? 

= “| have relationship with Bank of China for my 

a business in mainland China” 

Business 29 = “luse Hong Kong as a hub for my business 
needs capital flowing to mainland China, Indonesia, and 
the Middle East” 


“Greater range and more flexible product 
Product 26 options are available overseas” 


Offshoring is common with a large 
proportion of assets kept offshore 


Do you have ¿ Distribution of selection = “| can get products offshore which are not offered 
offshore bank : onshore/offshore onshore” 
accounts? i assets? 
B Tax " ‘There are tax advantages for overseas 
100 A 100 advantage 14 accounts” 
Offshore = “Iwas in US for a while so | opened an account 
E f with Wells Fargo that's still there” 
Immigration 13 = “live in Shanghai now, so only really bank with 
Chinese banks” 
Onshore E = “| think overseas funds are more stable” 
pick : a 11 = “| put my money offshore because you never know 
diversification what will happen with the unstable domestic 
politics” 
1 For those who have assets offshore Privacy and 7 = “| don't like the government having full visibility 
security on all my assets” 


SOURCE: McKinsey HNWI interviews; team analysis 


6. Importance of the affluent- Withtherapid economic development 
in theregion, we see wealth creation taking place across all key customer 
groups, in particular the HNW, affluent, and emerging- affluent segments. 
In many local commercial banks, the affluent segment- defined as 
individuals with PFA ofUS$100,000 to US$1,000,000 - represents over 
halfof all PFA held in the bank. As aresult, manyleadinglocal commercial 
banks are developing systematic approaches to identify and market to 
affluent customers with HNW potential. See Exhibit 7 


Exhibit 7 


Many banks sit on a large pool of potential HNW customers and migration of these 
customers will be a key source of AUM growth. 


EXAMPLE: A LEADING 
A = a ze DOMESTIC BANK IN ASIA 
Potential private banking customers within each segment 


Customer number This bank has: 
HNW 1,000 = About 1,000 customers 
| with actual AUM above 
Affluent 2,500 USD 1 million 
Another 3,000 customers 
Mass 500 are believed to have liquid 
3 ] assets of more than USD 5 
Total potential 4,000 million but are currently 


customer base 


served by the affluent and 
mass value propositions of 


SOURCE: Internal data of a leading bank in Asia the bank 


1,000 3,000 
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7. Role ofinvestment advisory - Customers from many of the emerging 
economies in the region are only beginning to understand the definition 
and services ofa private bank. As aresult, we expect the role of investment 
advisory to become increasingly important as penetration of private 
banking services continues to rise (currently roughly 15 to 20 percent of 
Asian HNW PFA). 


However, thereissomevariation intheimportance of investment advisory 
to customers across markets, dependingon the maturity ofthe private 
bankingsectorin thosemarkets. For example, in China, investment advisory 
ranks only second amonga HNWT's key selection criteria when choosinga 
privatebankingprovider, whereas in more mature markets such as Taiwan, 
investment advisory is thenumber 1 selection criteria. See Exhibit 8 


8. Onshoreto offshore - A private bank movinginto key Asian onshore 
markets (e.g., Taiwan or China) could seea positive knock- on effect as 
onshore customers spill over to their more profitable offshore business. The 
result could bea balancing out of profit marginsin 8 to 10 years, depending 
on regulatory trends. The challenge for these banks will be to offset lower 
short-term returns with the high upfront investment needed to capture 
this longer-term potential. 


Exhibit 8 
Product selection is the key buying factor. 


CHINA 
Key buying factors in the selection of banks that provide wealth management services 
Percent 
Primary factor Secondary factor 
Product selection 44 25 
x 23 32 Product selection 
Investment advisory eS 
Channel and convenience 12 17 advisory are the 
. key buying factors 
Value-added services 7 11 for HNWIs when 
Product pricing 7 8 choosing private 
banks 
others 6 7 


SOURCE: China’ s HNWI survey 2012 


China will be the largest onshore market by 2015 and is still 
young and open to competition 

Chinaissetto be Asia's largest onshore market by 2015, with onshore HNW 
PFA expected to growfrom US$2.3 trillion to US$5.4 trillion in the period 


from 2011 to 2015, for an astonishing CAGR of 23.6 percent. China's onshore 
PFA contribution as a percentage of Asian PFA will rise from roughly 
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23 percent in 2011to 34 percent by 2015. In fact, China will contribute over half 
of the growth in Asia duringthe period from 2011-2015. See Exhibit 9 


Exhibit 9 
China will become the largest onshore market in Asia by 2015. 


Split of Onshore HNWI PFA by country 
USD trillions 15.6 CAGR 2011-15 


11.8% 


12.6% 

7.1% 
18.7% 
15.9% 


Eos] 
| 
O o 
retoka 100 a 
Australia — 

India 

South Korea 


Hong Kong — 
China 
Japan 3.0% 


2011 2015 


SOURCE: McKinsey wealth pools 


Totake a closer look at this fast- growingmarket, McKinseyjoined handswith 
China Minsheng Bank, China's largest non state-owned lender, to conduct 
acomprehensive deep-divesurvey of 700 HNW individuals (defined as 
individuals with investible assets of greaterthan RMB6.5 million orgreater 
than USD 1 million) - thelargest survey of its kind to date. Respondents, 100 of 
whom were interviewed face-to-face, were located in 29 Tier 1and Tier 2 cities 
across China and provided tremendous insights into the wealth management 
needs, investment objectives, and demographics of China’s high net- worth 
community. 


Our survey uncovered a great deal of information about the demographics, 
preferences, and other characteristics of China's wealth management market 
andthe HNWIs who constitute it. Some of the highlights include: 


= Themarket itselfis still open to competition, in part because so many 
HNWIsareunhappy with the private bankingservices currently on offer - 
or knowlittle about the choices available 


= Opportunities exist not only in China’s largest, Tier 1 cities such as 
Shanghai and Beijing, but in Tier 2 cities as well, particularly those in 
China’s growing coastal regions 
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= Product selection is a key consideration for China's HNWIs when choosing 
theirwealth management provider, butitisnotthe only consideration; as 
intherest of Asia, investment advisoryis critical 


= Onshore remains byfarthemostimportant HNW private banking 
opportunity 


= Entrepreneursrepresentthelargest and most important segment by 
far, but servingthem may be challenging dueto wide variation in their 
investment requirements 


=  Wehavefound that HNW business- ownersH NWIs can be grouped into six 
segments, each with its own distinct needs and preferences 


= Towininthismarket, providers must be prepared to offer differentiated 
value propositions, while atthesametimetakinga closelookat their own 
strengths and weaknesses - theirlocation, customer base, branch network, 
offerings, partners and platforms- to understand howbest to move 
forward 


1. Still young 


Themarket for private banking services in Chinais still relatively young. 
Although there has been tremendous growth in recent years, our survey found 
that China’s private banking markets are still very much open to competition, 
with ample opportunities fornewand non-Chinese players. 


In fact, many HNWIsareunsatisfied with the private banking services they 
find on offer today. Accordingto oursurvey findings, only 16 percent of private 
banking customers “highly agree” that they are fully satisfied with the level of 
private banking services they currently receive. Another 8 percent areclearly 
dissatisfied, while 30 percent are indifferent. Likely as aresult, nearly half 

of all private banking customers allocate as littleas 20 percent or less of their 
investable assets to their primary bank. Yet more than half say they would 
allocate 40 percent ormore of these assets ifthe bank could fully satisfy their 
personal financial needs. 


2. Beyond Tier 1 


Going forward, we estimate the number of HNWIs and the number of ultra- 
high-net- worth individuals (UHNWIs) - thosewith investable assets of more 
than RMB 100 million or greaterthan USD 15 million - to growby about 

20 percent per annum from 2012 to 2015, reachingaround 2 million and 
130,000, respectively. 
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Perhaps surprisingly, a great many of these wealthy individuals live outside of 
thecountry’s largest, “first-tier” cities of Shanghai, Beijing, Guangzhou and 
Shenzhen, instead inhabiting Tier 2 cities and below, particularly in the Yantze 
River Delta and Pearl River Delta regions. Tier 2 cities and below today make 
up nearly 80 percent of China's HNW wealth, compared to about 20 percent for 
the Tier 1 cities, and we expect their share of wealth to continue to grow. 


3. Onshore highlights 


Our survey also found that onshoreinvestments, as might be expected, remain 
by far the most important HNW private banking opportunities in China. While 
offshore investingis becoming more common - and many HNWIs express an 
interest, with 60 percent of those surveyed sayingthey currently have assets 
overseas - those who do invest offshore have only about 10 percent of their 
assets there. Wenotethat the top two reasons given for offshore investingin 
China are diversification ofrisk and greater product selection. See Exhibit 10 


Exhibit 10 


It is common for Chinese HNWIs to have assets overseas and the reasons are 
mainly risk diversification and increased product selection. 


CHINA 


Number of clients who have overseas investments 
& percentage of overseas assets Main reasons for overseas investments 
Percentage Multiple answers are allowed, percent 


Risk diversification JN 86 
Product selection == e] 76 
Yes 

Immigration || 23 


Domestic Others o] 20 
No EN Children education | 16 


Have Percentage of Higher product ROI |] 15 
overseas assets overseas! 
investments Better service | 7 


Overseas 


1 For HNWIs who have overseas investments 


SOURCE: China’ s HNWI survey 2012 


4. Entrepreneurs lead 


Just who are these HNWIs we care so much about? Our survey revealed a 
number of interesting demographic traits about the HNW segment, whichis 
comprised primarily of males between the ages of 40 and 60. These wealthy 
individuals tend to be entrepreneurs or corporate executives who have at 
least asecondary- school education (higherthan the national average). In 
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fact, entrepreneurs arethe largest and wealthiest HNW groupin China, 
representing as much as 40 percent of HNWIs. See Exhibit 11 


Exhibit 11 

UHNW individuals are predominately business owners. CHINA 
[C] >RMB100mn W RMB15-30 mn 

China’s HNW individuals breakdown by wealth band MM RMB50-100 mn MI RMB6.5-15 mn 

Percentage E RMB30-50mn CO % of total 


Business owners Corporate executives Professionals 


Retirees 

Housewives full-time 
employ- 
ment 


En QD EKD 


SOURCE: China HNW individual survey, 2012 


Not under 


Wenotethatfocusingon this category ofinvestors as a whole may be challenging 
for banks due to widevariationsin investment requirements. In fact, business 
ownersrange from aggressiveinvestors looking for activeinvestment adviceto 
those who primarily require convenienceand access. The one thingthey most 
havein common is theirambivalence towards usingthesame bank for both 
personal and business needs, with only 30 percent preferringto usethesame 
relationship manager for both. 


5. Six segments 


For greater clarification, we used our knowledge of both demographics and 
customer needs to break down China's private- banking customers into six 
distinct segments, each with its own unique needs and preferences. These six 
segments can be grouped into two primary categories - business owners (e.g., 
entrepreneurs) and non-business owners. See Exhibit 12 
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Exhibit 12 
China's HNWI can be categorized into 6 segments. 


CHINA 


Six segments 


Non-business owners 
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needs as 
primary factor 


2 ) Professional 


1 Y Traditional wealth 
' J innovator 


_) preserver 


3 ) Gold collar elite 
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N Savvy business 
_/ owner 


Amateur investor 


SOURCE: China’ s HNWI survey 2012 


Among business owners, we identified three segments: the amateurinvestor, 
thesavvy business- owner, and the business-first investor: 


1. Amateur investors (20 percent of all HNWIs) prefer high-return products, 
but often lack investment knowledge and experience. They havea strong 
preference fora comprehensive array of products and seek banks that can 
tailor these products to their needs. To win in this segment, a private bank 
would require product breadth and superiorinvestment- advisory services 


2. Savvy business- owners (10 to 15 percent) rely less on their bank’s service 
than other investors, as they often possess several years of investment 
experience and deep knowledge of banking products. These customers 
value privacy and therefore this segment is particularly unwillingto use 
asingle bank for both personal and business needs. They are generally 
satisfied with their current private-banking provider, as they have done 
significant research prior to selectingit. To win in this segment, a private 
bank would require product depth and deep investment expertise, both at 
the RM andspecialist levels 


3. Business-first investors (10 percent) havea lower risk-tolerance than other 
investors. Their business and personal needs are closely linked and they 
value convenience. They are therefore more willingto usea single bank 
for both personal and business needs. To win in this segment, banks need 
to provide a distinctive multi-channel offeringand a differentiated value 
proposition that combines both personal and business solutions 


Amongnon- business owners, we identified three additional segments: the 
traditional wealth preserver, the professional innovator, and the gold-collar 
elite: 
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1. Traditional wealth preservers (25 to 30 percent of all HNWIs) have a lower 
risk tolerancethan otherinvestors and are often subject to the influences 
of market fluctuations and otherindividuals. They have more sparetime 
than the averageinvestor and astrong preference for a comprehensive 
array of products, and therefore value a bank's ability to tailor products to 
theirneeds. To win in this segment, banks would requirea broad product 
offeringand a high- touch RM coverage model 


2. Professional innovators (15 to 20 percent) have several years of investment 
experience, deep knowledge, and high risk- tolerance, and tend to hold 
investment advisory services to a higher standard than most. They are 
generally satisfied with their current private- banking providers, as they 
have donesignificant research prior to selectingthese banks. Private banks 
would require product depth and considerable investment expertise at 
both the RM and specialist levels to win in this segment. In addition, they 
would benefit from offering value-added services such as philanthropic 
advice 


3. Gold-collar elites (10 to 15 percent) value convenience and easy access to 
remote banking channels. They possess some investment experience and 
knowledge but generally have less spare time than most investors. To win 
in this segment, banks would require a breadth of products and an effective 
multi-channel strategy 


Given the diversity of the region, winning in Asia will mean 
adopting amuch more targeted approach 


Given the broad opportunities, challenges and complexities of the Asian 
private-banking market, providers must be prepared to focus. They cannot 
beeverythingto everyone in this diverse and fast- growingmarket; rather, 
they should offer carefully considered and differentiated value propositions 
to aselect group of target segments and markets, focusingon both onshoreor 
offshore accounts and determining howbest to make the economics work for 
each. 


For example, target customers may also be divided by wealth band (e.g., 
UHNW with over US$30 million, HNW with US$1 million to $30 million); by 
origin of flows (e.g., Chinese, Southeast Asian, non-resident Indian, or Middle 
Eastern); by special requirements (e.g., small business owners, large family 
offices). 


Meanwhile, choosingtarget markets will be different for every bank. The 
natural geographic markets for a new foreign-bank entrant, for example, 
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would bethe offshore centers of Hong Kong and Singapore. However, banks 
may want to target select onshore markets to tapinto the higher growth ratesin 
domestic wealth. 


Foroffshoresuccess, werecommend the following 


=  Capitalizingon non-Asia client relationships (both retail and corporate) to 
capture offshore flows into Asia (mainly for global players) 


= Adaptingthecurrent model to capture the region's largest offshore 
opportunity, e.g., addressingthe offshore needs of entrepreneurs in the 
region 

= Addressingcore capabilities, includingtalent development and product 
and investment advisory platforms 


= Exploringmoreinnovative ways to serve the leading offshore markets, e.g., 
strategic partnerships 


Foronshoresuccess, werecommend the following 


= Developinganchor relationships with entrepreneurs onshore, e.g., 
providinga platform or service model that can address both an 
entrepreneur's personal and business needs. This anchor relationship 
onshore would hopefully translate into arelationship offshore. 


= Buildingacoreaffluent-market value proposition to serve as a “feeder” for 
newcustomers to the private bankingbusiness. This advice is especially 
relevant forlocal players who already sitting on alarge base of affluent 
customers who either have alot of potential or are private banking 
customers in other banks. 


= Investingin distinctiveadvisory platforms. This will beespecially 
important as Asia's private banking market becomes more mature and the 
role of investment advisory increases in importance 


= Exploringmoreinnovative ways to serve the key onshore markets, e.g., 
mobile 


Lastly, making private banking economics work will depend heavily on the 
choice of the end operatingmodel. Shrinking profit marginsin theregion will 
require banks to be particularly adroit in designing an operating model that 
is effective and efficient, both in deepeningtheir client relationships and in 
delivering profitability. Banks should think about whether to adopt a high- 
touch oramore hands- off model; what type of relationship managers are 
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needed and howto train them; and what type of platform (product platform, 
compliance, etc.) would work best. These decisions are especiallyimportantin 
Asia given that clients tend to be moretransaction-focused, and classichigh- 
touch private bankingmay not bethe most appropriate model. 


Each ofthesechoices - target segments, markets, offshorevs. onshore, 
economics- will be dictated by a bank's own strengths and weaknesses: its 
location, customer base, branch network, offerings, partners, and platforms. 
The complexities and challenges ofthe Asian private banking market, and 

of China in particular, requirea strategy and design for success- part ofa 
considered approach to a powerful and ongoing market opportunity. May the 
best bank win. 


Kenny Lamisa partner in McKinsey’s Hong Kong office, and Jared Shu is 
anassociatepartner in the Bangkok office. 
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About us 
McKinsey's Retail Banking 
Practice in Asia 


MckKinsey’s Retail Banking Practicein Asia covers 13 markets with over 60 
professional practitioners. We have served the leading retail banks across all 
of these 13 markets on a widea spectrum of issues—strategic or operational. 
Our Practice also has developed five special service lines and aseries of 
proprietary data and research: 


= Special servicelines 


- Private bankingand wealth management—buildingnew propositions 
fornewmarkets and helping existing operations substantially improve 
performance for the onshore and offshore markets 


- Customer centricity—developingimplementable, impactful programs 
for customer centricity (from new approaches to customer service, to 
newchannel developments) 


- Multi-channel management—redefining therole of branches and 
creatingaseamless customer interface between channels (both 
traditional and new) 


- Salestransformation 2.0—usinginnovative (includingnew technology) 
means of quickly improving banks’ productivity (with immediate 
bottom-lineimpact) 


- Digital banking—buildingnew digital banking operations to attack new 
markets, or helping traditional banks develop new approaches to digital 
banking. 


= Proprietary data/ research 


- Asia Personal Financial Services Survey—the largest survey of banking 
customer behaviour in Asia with data from over 56,000 customer 
interviews since 1998 


- Private Banking Survey (Global and Asian editions)—operational data 
of over 350 private banks both globally and in Asia 


- Chinaonshore private bankingsurvey—in- depth research on private 
banking client needs in onshore China based on interviews with over 
700 high net worth individuals 
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- Branch 360—proprietary data on branch-level competition (benchmarks 
against otherbanks) and customers (potential inthemicromarket). 
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